The Journal of Accountancy 


under the auspices of the 


Vol. 10 JULY, 1910 No. 3 


The Personal Property Tax—A Symposium. 
Introduction. 


Mayor Gaynor’s suggestion that the personal property assess- 
ment in the City of New York should be abolished has attracted 
widespread attention throughout the United States. Most of the 
newspaper comment has been favorable to the suggestion, and all 
of the discussion has indicated general dissatisfaction with the 
personal property tax. 

Those who desire to tax personal property bewail the in- 
adequate results of the assessment. Those who oppose the tax 
denounce its inequalities. Unquestionably the attempt to reach 
personal property by the usual method of assessing every in- 
dividual for what he is supposed to be worth has broken down. 
A few states are trying to collect the tax by stringent methods. 
Some states have greatly modified it, and the Canadian Provinces 
have abandoned the system altogether. The majority of states 
simply lament the situation and do nothing. 

The recent agitation in New York was begun in February, 
when Mayor Gaynor addressed a letter to President Lawson 
Purdy of the Department of Taxes and Assessments. In that 
letter the Mayor called attention to the inequalities and in- 
justices in the operation of the tax, pointed out that these could 
not be corrected without a change in the law, and suggested that 
the subject should be opened up for intelligent public discussion 
with a view to proposing legislation next year if public opinion 
called for a change. The practically unanimous approval of the 
Mayor’s suggestion by the press and representative citizens and 
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organizations, led him to have a bill introduced in the legislature 
in March. This bill exempted personal property in the city of 
New York, with the exception of those kinds of personal property 
which, under the laws of the state, are taxed by special pro- 
visions at specific rates, such as shares of banks and trust com- 
panies and mortgages; and personal property was still left liable 
to the state corporation and inheritance taxes. At the hearing 
before the Assembly Committee on Taxation, even the opponents 
of the bill admitted that the present system was unjust, and 
the bill was reported favorably. It did not, however, come to a 
vote before the legislature adjourned. As there are annual 
sessions in New York, the matter will be brought up again early 
next year. 


It Is a Tax Upon Honesty. 


By Davip PARKER FACKLER, F.A.S. 


I have had some experiences with the personal property tax 
of one kind or another for about forty years, as I believe I was 
assessed for the first time on personal property about 1870. My 
objections in brief are as follows:— 

This method of taxation practically taxes honesty, for it may 
be easily evaded by all persons not having conscientious scruples, 
except in the case of orphans and widows and others whose 
property is definitely listed in the probate courts. 

Any attempt to enforce it and prevent evasion leads to most 
unpleasant inquisition into the private affairs of those who may 
chance to be made the subject of investigation, as I know from 
personal experiences. 

This method of taxation is, furthermore, extremely inequitable, 
for in the case of widows and orphans or others whose property 
is held by trustees in specified low rate investments, the tax 
generally amounts to one-half of the entire income derived from ~ 
the securities, which clearly is utterly unjust. 

The imposition of the tax, furthermore, is entirely a matter 
of chance, and it is probable that in New York City only a very 
small fraction of those holding personal property are assessed. 

Many of the above objections also apply to a taxation of 
incomes, but as that subject is not embraced in your question I 
will not remark further. 
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The Personal Property Tax. 
The New York Law and Its Evil Effects. 


By E. L. HEYDECKER, 


Assistant Tax Commissioner of New York City. 


Following upon Mayor Gaynor’s letter to Mr. Purdy, in which 
he raised for discussion the question of abandoning the attempt 
to assess personal property, there was introduced at Albany a 
bill to embody such exemption in the tax law. The bill itself, 
providing merely for the insertion in the law of a few words, does 
not tell its own story. It has to be studied in conjunction with 
the rest of the statute and with the decisions of the courts. 

It is necessary to know what the bill does and what it does 
not do. It abolishes the remnant of personal property assessed 
under the general property tax. It does not affect the special 
taxes now resting on personal property, such as the inheritance 
tax, the mortgage recording tax, the stock transfer tax, the 
corporation franchise tax, etc. 

For many years now, the line of advance in taxation in this 
State has been by the substitution of specific taxes, such as those 
last mentioned, on certain classes of personal property. As a 
consequence of the imposition of these special taxes, the classes 
of personal property on which they have been imposed have been 
exempted from the general property tax. Thus banks and trust 
companies are now taxed at one per cent. on the amount of their 
capital, surplus and undivided profits. Mortgages pay a record- 
ing tax of one-half of one per cent. and are otherwise exempt. 
Bonds of the United States, of the State of New York, of the City 
of New York and of all the municipalities in the State of New 
York are exempt. Good will, patents, trade-marks and copy- 
rights are exempt. Shares of stock are exempt in the hands of 
the holders, because the corporations are themselves taxed. 

What, then, is left to be assessed? Enough to be exceedingly 
burdensome and vexatious. The merchandise and stock in trade 
situate in this State, cash on hand and on deposit in bank, all 
bills and accounts receivable, all bonds and money loaned and all 
chattels, such as furniture, horses, carriages, jewelry, etc. From 
the market value of these assets may be deducted all debts, in- 
cluding bills and accounts payable, debts secured by mortgage 
and open accounts. The balance is the assessment for personal 
property against the person named. 
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It will be seen at once how burdensome this is to business men 
and corporations. If they use their balance sheets as a basis of 
an application for reduction of a tentative assessment, almost in- 
variably it will produce a larger amount than they are really 
liable for, because the balance sheet does not exhibit actual cash 
value on the second Monday of January. 

In the balance sheet there will usually be included (and 
properly so) good will, trade-marks, patents, which are exempt, 
or prospective values or doubtful accounts which have not 
reached the condition where they can be charged off to profit and 
loss. Hence the balance sheet can not be used and there arises 
the necessity of an appraisal, usually of the rough and ready kind, 
which subjects the merchant or the corporation to the charge of 
“swearing off’’ his taxes, or, on the other hand, subjects the 
taxing officer to the charge of hounding the taxpayer. 

In the matter of investment securities, similar difficulties are 
encountered. Bonds are taxable to the holder. There are mill- 
ions of bonds outstanding, but only a few appear in the hands 
of taxpayers on assessment day. What becomes of them it is 
hard to say. But it is apparent at once that a person who is 
liable to assessment can not afford to hold bonds unless he has a 
large and convenient amount of debts to use as an offset to his 
bonds. Here comes in the charge that widows and orphans pay 
so large a part of the personal tax. It is a fact that 20 per cent. 
of the personalty on the rolls in the City of New York is assessed 
against executors and trustees. 

An additional count against the continuance of the personal 
property tax is that it forces corporations into bad finance. A 
corporation is taxed just the same as an individual on the excess 
of assets over liabilities. It has the same inducement as an in- 
dividual, therefore, to create liabilities to offset its assets. Hence 
there is noticeable a growing tendency among corporations to 
issue bonds and stock, instead of stock alone, in order to have the 
necessary debts to offset assets. Small manufacturing and mer- 
cantile corporations should not have bonds, but the necessities of 
the tax law forces them to it. 


Effect of the Change. 


Had the tax on personalty been abolished in the tax for 1910, 
the current year, it would have added six cents on every $100 of 
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real estate values. Had the change taken place ten years ago, 
the addition would have been two or three times as great. For 
it is to be noted that the total assessment of real estate is steadily 
mounting and the total of personalty is steadily falling. Hence 
the proportion of personalty in the total of real and personal is 
constantly diminishing. What the additional charge on realty 
would be if the abolition took effect in next year’s tax rate, is in 
the nature of prophecy, but it would certainly be less than six 
cents, probably about four and one-half cents on the $100 of 
real estate value. 


The General Effect. 


Consider what the effect will be if the City of New York ad- 
vertises to the world that merchants, investors, corporations and 
all the active commercial and financial interests that may con- 
gregate here are to be free from the iniquitous personal tax. It 
will become a harbor of refuge to the tax-oppressed. Business 
enterprises will locate here in preference to other sites. Citizens 
of New York who are now exiles from their city and who are 
claiming residence in various places from Newport to Atlantic 
City, will return to the city and add to the sum of wealth and 
industry here. New York cannot do anything that will so surely 
add to its attractiveness and its commercial and financial 
supremacy as to abolish this remnant of the personal property tax. 


It Shows How Ignorance Results in Oppression. 


By Henry DE Forest BALDWIN. 


One could write an essay on the democratic form of govern- 
ment around the general property tax as applied to personal 
property. Its actual operation shows the defects and weakness 
of democracy. It illustrates how ignorance and good intentions 
can result in the greatest oppression; how attempts to make the 
rich and powerful pay an unjust tax may result in practical con- 
fiscation of a large part of the income of the comparatively poor 
and defenseless; how a majority will tyrannize over a minority 
when the minority is too weak to bring to its support political 
forces; how systematic injustice, instituted by law, undermines 
the morals of the people; how statutes may be powerless to 
effect their ostensible purpose, if that purpose does not meet with 
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the almost unanimous approval of the people, and can have for 
a result the furnishing of opportunities for perjury, intimidation 
and blackmail, thus increasing the corruption of the wicked and 
decreasing the respect for law and the power to resist evil of the 
timid good. 

There are those who believe they see clearly, that by far the 
greater part of all public expenditures, particularly of the local 
governments, in so far as those expenditures are not merely 
stolen or wasted, go to increase the value of real estate and that 
the real benefits of such expenditures are collected by land 
owners in increased rent. These people say that an improved 
water-supply system, municipal docks, bridges, tunnels, subways, 
canals and other transportation enterprises, public parks, police, 
protection against fire, the public school system and educational 
institutions, and even hospitals and benevolent institutions, all 
go to make the locality enjoying these things more desirable 
places to live in, and do business in, and thus they enable land- 
lords to collect higher rent from their tenants. Even the ad- 
vantages which a community well governed enjoys over a similar 
community badly governed, should have the same effect. I re- 
member once, in a municipal campaign, I had charge of a meeting 
and arrived early at the hall to see that everything was in order. 
The first man to arrive inquired of me what it was about, and I 
replied to him that we were trying to give New York better gov- 
ernment. His comment was: “Well, that will increase rent.’ 
Of course he was right in this. In so far as New York is better 
governed it becomes a more desirable place to live in, hence more 
people come to live there, the demand for land increases and 
rents go up. 

Those people who believe that the landlord can collect the 
return upon most of our governmental expenditures need no other 
argument to make them opposed to personal property taxes; but 
everybody cannot understand this. Many think there is some 
hidden fallacy, and these people it is necessary to reach by other 
considerations. 

Perhaps the greatest enemies of society in a democracy are 
those who, because they believe they see clearly that if a law were 
administered thoroughly and efficiently it would work justly and 
beneficently, are ready to shut their eyes to experience, often 
extending over many years, which clearly indicates that the law 
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will not be administered honestly and efficiently so long as it 
must be administered by human agents. The enemies of all law 
who live by violating the rules of conduct civilization imposes on 
us, are less dangerous than those who fanatically insist upon 
statutes which, because they will not or cannot be evenly ad- 
ministered by human agents under conditions which prevail in 
the community, cultivate oppression and injustice. 

The general property tax, as applied to personal property, 
was doubtless originally passed with the just idea that all men 
should contribute in proportion to their wealth and that the man 
who had a well stocked farm and the merchant who had large 
sums invested in goods, should contribute equally with the land 
owner. But modern business methods involving an ever in- 
creasing extension of credit led to a recoguition of the taxpayer’s 
debts as an offset to his personal property. This privilege was 
obtained from the legislature because the people who have credit 
enough to owe large sums of money, are the substantial and 
powerful persons who have something to say about legislation 
and who can protect their interests by political action. This 
relieves all of the big people from paying any greater personal 
property taxes than they choose to pay. All that is necessary to 
be done by men who have credit is to adjust their finances with 
reference to the tax on taxing day. Hence the most luxurious 
homes, as well as the large businesses, are relieved from the 
burden of a personal property tax. 

The small homes of people who have no credit contain per- 
sonal property of so little value that it hardly pays to try and 
assess it, so that I think it can be said truthfully that very little 
household property is assessed for the personal property tax, and 
that the tax so far as it is assessed is really assessed on bonds and 
mortgages which represent investments in real property which 
has already been taxed either by this State or some other State. 
Hence as a practical matter all of the personal property tax is 
double taxation. 

So long as there was a State tax in this State it was for the 
interest of each locality to have the assessed value of real property 
much lower than its actual value, as the State tax was appor- 
tioned by such assessed value. Thus there existed a powerful 
motive for assessors to disregard their oaths in assessing their 
own localities. The assessed value, however, has but little to do 
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with the amount to be raised for the expenses of the local govern- 
ment. Hence, where the prevailing ratio of assessed value to 
actual value is low, the tax rate is proportionately higher. Ina 
district where the tax rate would be one per cent. if all real prop- 
erty were assessed at its full value, the tax rate becomes three per 
cent. if the real property is assessed at but one-third of its value. 
The law gives a remedy to the owner of real estate whose real 
property is assessed at a greater proportion of its real value than 
the prevailing ratio of assessed value to actual value in his tax 
district; but no right to equalization is given to a person assessed 
for personal property. Hence if the personal property of those 
people who are assessed in such a district for personal prop- 
erty is assessed at full value, their tax burden is three times as 
great as is the burden on the real property in the district. Be- 
cause the prevailing tax burden operates upon all real property 
it is a constant factor in affecting the value of all real property, 
but as comparatively few people pay taxes on personal property 
under the general property tax law, and the general property tax 
does not affect all personal property of the same kind and class 
inevitably and equally, this tax has comparatively little effect 
upon the market value of personal property. Thus a first-class 
bond paying 3%% interest and having a market value of par, if 
taxed in New York County would have paid last year $16.78 as 
a tax (the tax rate in New York County for last year being 
1.67%), or 48% of the interest paid on such bond. But if the 
owner of such a bond happened to live in Nassau County and 
paid the tax, he would have paid last year $36.70 as a tax thereon, 
for the tax rate in Nassau County was 3.67%. Thus he would 
have paid as a tax $1.70 more than the interest he received on the 
bond. The tax would take all of the income and part of the 
principal. That is confiscation. 


Now, there are people who are not criminals who deserve 
well of the community and who should be protected against in- 
justice, who pay personal property taxes administered in the way 
above indicated. I have in mind a widow of my acquaintance 
whose husband during a successful business career had, as he 
supposed, made enough money to amply provide for his wife and 
infant daughter. He knew the perils involved in business enter- 
prises and he invested that part of his property which he laid 
aside for the benefit of his family after his death in what is known 
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as ‘‘gilt-edge’’ securities—bonds upon fine railroad properties, 
which, of course, paid a very low interest. After his death his 
affairs passed under the scrutiny of the Surrogate’s Court and his 
widow’s investments became a matter of record. She enter- 
tained a superstitious veneration for her husband’s judgment and 
did not desire to change the investments he had made for her 
with somuch care. Shortly after the second Monday of January 
she received notice from the Department of Taxes that she had 
been assessed for $60,000, the full amount of her property in- 
vested in first-class bonds bearing from 3% to 44% interest—all 
“ gilt-edge’’ securities. The income from these bonds was about 
$2,400. The tax rate in the City of New York at the time was 
about 2.30 per cent. and she was liable for a tax of $1,380, leaving 
her but $1,020 to live on out of $2,400 income from her fortune, 
which had a market value of $60,000. A former President of the 
Tax Board has told me that he has seen cases where widows have 
been taxed 70 per cent. of their incomes. 

The fact that a condition of this kind can have existed for 
many years in as an enlightened a community as New York State 
is most interesting to the student of democratic institutions. 


Economically Unsound, Practically Unjust. 


By Epwarp L. Surrern, C.P.A. 


Each successive Spring witnesses a singular procession making 
its way to the office of the Commissioner of Taxes of New York 
City. The procession is composite in its character. In it are 
men and women—rich, moderately rich, poor, officers of corpora- 
tions, merchants, bankers, men on salaries, wage earners, widows 
and orphans. The only common factor is the destination, the 
starting points being diverse in extreme. 

Were Macaulay’s New Zealander or Charles Lamb’s Chinese 
observer to witness this procession he would undoubtedly ask the 
reason therefor and the object thereof. To such quires the reply 
would be—that these were they who, with one abiding purpose, 
were hastening to swear off their personal property tax which 
the tax assessors in their wisdom had imposed upon them. 

That there should be so many citizens seeking to have such 
tax removed, constitutes a reasonable ground of inquiry as to 
why such tax should be imposed. In an ideal state of society a 
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tax levied upon property, of whatever nature, belonging to any 

citizen, should be recognized as just and as a proper and necessary 
provision for the maintenance of the government. So recognized, 
it should be paid honestly, cheerfully and as a patriotic duty. 

If, however, the tax be believed to be unjust or inequitably 

imposed, it inevitably will be evaded, where possible, and paid 

reluctantly always. The theory of taxation is and always has 

been to tax special forms of property or revenue in an equitable 

manner, i.e., that each person taxed should pay in proportion to 

the amount of such property he holds or to the income he ac- 

quires, and the government has the right to designate what ye 
classes of property are taxable; hence, it is difficult to disprove 
the argument of any who maintain that a personal property tax 
is quite as theoretically reasonable and right as a tax on real 
property. Unfortunately, however, there exists no ideal state 
of society and what may be theoretically just and reasonable 
may become practically illogical and unfair. 

Manifestly, this is true of a tax on personal property, which 
of all taxes lends itself to inequality and injustice. The man 
who, through much effort and self-denial, has acquired title to a 
piece of real estate is subject to the inevitable in the imposition 
of the tax and must pay the same. If he, being a farmer, has a 
pair of work horses he pays upon them, for they are in evidence, 
while the man who, with comparatively little effort, has acquired 
a vast amount of personal property, may be able so to select the 
instruments and objects which compose his property and so to 
distribute their locations as to avoid all tax whatever thereon, or 
at most pay a small percentage of the amount properly assessable. 

This form of taxation has been found impractical through 
experience, as demonstrated by the fact that it has been aban- 
doned by so many governments which have for years imposed it. 
Of all taxes it is the hardest to collect and bears with the greatest 
rigor on those least able to sustain the burden. The wealthy 
man can generally evade it, while the poor man, if assessed at all, 
finds it difficult without mutilation of conscience to escape it. 
The writer has personal knowledge that one man of large affairs 
in New York City, whose fortune was estimated to be in the 
scores of millions, declared that he held personal property that 
should only be subject to a tax of $5,000. His house was filled 
with the most costly and beautiful art objects, costing many 
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hundreds of thousands of dollars; yet, because these were said 
to belong to his wife, he paid no taxes thereon, nor, so far as is 
known, did she. At precisely the same time a widow, whose 
small fortune consisted altogether of personalty, was obliged 
to pay on $25,000. A fairly large corporation, carrying on 
business and owning a large amount of personal property in New 
York City, paid a tax on about $10,000. A very small concern, 
with an invested capital of perhaps one-twenty-fifth of the larger, 
paid a tax on $6,500. Why these differences? Mainly because 
of the relatively elasticity of consciences. 

The whole method of assessment is commonly wrong. If an 
assessment be once levied on an individual and he pay it, the same 
amount will be continued to be assessed year after year, although 
meanwhile his personalty may have been multiplied tenfold. 

Now the imposition of any tax which cannot be collected is 
an economic error, for the budgets of all municipalities, small 
as well as great, are based upon the absurd theory that assessed 
taxes are collectible and that uncollected taxes remain a real 
asset. This is most fallacious, as experience with every munici- 
pality annually demonstrates. New York City has passed 
through (has it yet emerged?) the throes of endeavor to deter- 
mine whether or not it has exceeded the debt limit, beyond which 
it may not increase its obligations, and one of the elements of 
uncertainty in the.consideration of this problem has been the 
fact that the tax books of the city are carrying as an asset many 
millions of dollars of uncollected personal taxes. Those upon 
whom these taxes have been imposed, apparently have not evaded 
them but have simply avoided them. 

Is it worth while any longer to continue a system that con- 
tains within itself so many elements of wrong, is so costly to 
adminster and produces so little? 


The Personal Property Tax in Pennsylvania. 
By Wa A. Straus, C.P.A. 


In Pennsylvania a tax is levied under the Acts of June 1, 1889, 
and June 8, 1891, on the following forms of personal property. 

Bonds, mortgages, car trust certificates, promissory or judg- 
ment notes, loans secured by bonds, and any other form of 
certificate or evidence of indebtedness. 
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Articles of agreement and accounts bearing interest. 

Shares of stock in any bank, corporation, association or 
limited partnership which does not pay a tax on its capital stock 
to the State of Pennsylvania or is not exempt from such payment. 

Moneys loaned or invested in any other part of the United 
States or in foreign countries. 

Other moneyed capital in hands of individual citizens of the 
State. 

Stages, omnibuses, hacks, cabs and other vehicles used for 
transporting passengers for hire, except steam and street railway 
cars. 

Annuities yielding over $200. 

There are exempt from the taxation prescribed by these acts: 

Bonds of the State of Pennsylvania or the United States. 

Bank notes or notes discounted or negotiated by any bank 
or savings institution or trust company. 

Building and loan associations. 

Mortgages, bonds and other securities owned in their own 
right by corporations, limited partnerships and joint-stock 
associations which are liable to the capital stock tax. 

Loans held by charitable and religious institutions. 

The tax on the various kinds of personal property enumerated 
is “at the rate of four mills on each dollar of the value thereof.” 

In the case of bonds or other certificates of indebtedness 
issued by Pennsylvania corporations the tax is not paid directly 
by the holder. Under the Act of June 30, 1885, every corpora- 
tion is required to report annually to the Auditor General the 
amount of its indebtedness held by residents of Pennsylvania 
and to pay into the State Treasury the prescribed tax thereon, 
reimbursing itself by deducting the tax from the interest paid 
to the bondholders. With this exception, a sworn return of all 
taxable personal property is required to be made to the county or 
city assessors by the owner or holder of the property and the tax 
is collected by the city or county authorities. Assessors may 
add to the returns such property as they know to have been 
omitted and in the case of no return may assess after ten days’ 
notice. In addition to the assessors’ returns being subject to 
revision by the county commissioners or boards of revision of 
taxes, as the case may be, there is a State Board of Revenue 
Commissioners composed of the Auditor General, State Treasurer 
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and Secretary of the Commonwealth, which passes upon the 
returns made by the local officials. 

To prevent mortgages and similar obligations of record 
escaping assessment, recorders of deeds, prothonotaries and 
clerks of courts keeps records of the filing of such instruments 
and make monthly reports to the county commissioners or boards 
of revision of taxes. These reports are an efficient aid in adding to 
the assessments such recorded obligations for the payment of 
money as may have been omitted therefrom. 

The Act of June 1, 1889, prohibits lenders from requiring 
borrowers to pay the State tax on money at interest and declares 
such payment when made to be usury and subject to the laws 
applicable to that offense. This has, however, been easily 
evaded by raising the rate of interest sufficiently to reimburse 
the lender for the tax he is compelled to pay. That this is in 
effect true is demonstrated by the fact that in this State many 
mortgages on real estate are drawn with interest at 5 4-10 per 
cent. Another illustration of the fact that a tax levied on the 
lender is inevitably shifted to the borrower, is evidenced by the 
custom that has become generalamong Pennsylvania corporations 
of issuing bonds free of tax, the corporation paying the tax on 
such of its bonds as may be held by residents of the State, but 
not deducting the tax from the interest payments. The corpora- 
tion is not required to pay any tax on such of its bonds as are 
held by non-residents. 

No cognizance is taken of any indebtedness owing by the 
owner of the property taxed and thus a feature of the New York 
law, which facilitates the “swearing away”’ of personal property 
taxes, is eliminated. A survey of the kinds of property taxed 
indicates that it was apparently the intention of the framers of 
the law to tax such personal property as under ordinary circum- 
stances produces income, thus distinguishing the Pennsylvania 
laws from those of various States which levy a tax on such 
property as household furniture, jewelry and the like. An ex- 
ception, however, is furnished by the local taxation in Pennsyl- 
vania, necessarily sanctioned by State law, of horses, mules and 
cattle, which are taxed irrespective of whether kept for hire or 
personal use. 

While in some respects Pennsylvania’s system of taxation 
may be in advance of that of quite a number of other States, it 
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does not follow that this is paying it a great compliment; the 
taxation systems of most of the States are the result of an erratic 
growth, a patchwork of laws frequently based on anything but 
sound economic principles. As already pointed out, the attempt 
to compel the holder of a mortgage, for instance, to contribute 
a portion of his income therefrom to the expense of maintaining 
the government, merely results in imposing a further burden on 
the borrower. The young man purchasing a house for his home, 
who has to borrow part of the money on mortgage in order to 
complete the purchase, not only pays a real estate tax on the 
entire value of both land and improvements, but also pays, 
indirectly as part of the increased interest rate, a tax on the 
mortgage, the proceeds of which were invested in the same 
property on which he has already paid the full real estate tax. 
Thus the same thing is in effect taxed twice, and instead of a tax 
being paid to the State by those best able to pay—the theory on 
which the adherents of an income tax base their advocacy of it— 
an additional burden is placed on those least able to pay, viz.: 
the debtors. 

In the writer’s opinion any tax which can be shifted is open 
to very serious objection. Excepting in the case of those taxes 
which are laid solely for purposes of regulation, taxes should 
consist of the appropriation to the use of the State of that form 
of revenue or income which results from the competition for the 
use of land and the accompanying natural resources which have 
been created for the common use of all the people, viz:. the rental 
value of land (distinguished from any improvements thereon) and 
the things therein contained. Taxes or personal property are 
artificial in their nature, and in their action are restrictive of 
production and the greatest development. 


Evolution of the New York System. 


A. C. PLEYDELL, 
Secretary New York Tax Reform Association. 


No one defends the existing system of personal property 
assessment in the city of New York. Few believe that it can be 
made to work. Inertia and a curious relutance to admit by 
statute that the personal property tax has failed to ‘‘reach 
wealth” are the main obstacles to a repeal of the law. 
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Since the Wells Commission report of 1871, there have been 
many denunciations of the personal property tax by state and 
local officials, and by commercial organizations and civic bodies. 
One quotation, from the report of the Advisory Commission on 
Taxation of the City of New York, appointed by Mayor McClellan 
in 1906, will indicate the nature of these comments: 


The personal property tax is a farce. It falls inequitably 
upon the comparatively few who are caught. The burden it 
imposes upon production is out of all proportion to the revenue 
it produces. Year after year, state and local assessing boards 
have denounced it as impracticable in its workings and unjust in 
its results. These recommendations have for the most part 
passed unheeded or have led to ineffectual attempts to bolster up 
the law. It is time the situation was faced squarely, and the tax 
in its present form abolished. * * * 

So far as the personal property tax attempts to reach in- 
tangible forms of wealth, its administration is so comical as to 
have become a byword. * * * Such a method of collecting 
revenue would be a serious menace to democratic institutions 
were it not so generally recognized as a howling farce. 

But it is not a farce to those who are fully assessed. These 
are chiefly the widows and orphans who are caught when their 
property is listed in the probate court, retail merchants and 
others, incorporated or unincorporated, with stocks of goods, and 
the small investors who are not skillful enough to make non- 
taxable investments. 


The Charter Revision Commission of 1907 quoted those 
paragraphs and added: 

The Commission agrees with these emphatic statements. If 
the entire system of personal taxation is not to be abolished in 
the state at large, at least, in the judgment of the Commission, 
it is time that the city of New York should have the option of 
determining for itself whether it will continue this farce or ange 
a more certain and equalized system. 

The abolition of the personal property tax, as suggested by 
Mayor Gaynor, does not imply the total exemption of personal 
property from taxation. The bill introduced at his request 
would do away with the guesswork assessment against in- 
dividuals, but would leave untouched such taxation of personal 
property as we have ‘‘under exact and enforceable statutes.” 
For example, it is not proposed to exempt personal property 
from the inheritance tax, or from the state corporation tax; or 
to exempt banks. , 
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A brief review of tax legislation in this state will help to an 
understanding of the situation. 

New York has had, since colonial days, what is known as the 
general property tax. This is the theory of assessing every 
taxable citizen for the estimated value in money of all his 
property, regardless of its character, and taxing him according to 
this assessment, at a rate which, applied to the total of assess- 
ments, is expected to produce sufficient revenue for the public 
needs. It was not long, however, before this system was modified. 
The attempt to assess the individual in accordance with his total 
possessions was confiend to those of his belongings other than 
real estate, and these were classed as “personal property’’; real 
estate being assessed separately. 

New York has been more liberal in personal property exemp- 
tions than most states. From early days, certainly for more than 


a hundred years, the taxpayer has been allowed to deduct his. 


debts from the value of his personal property. Many states 
allow a deduction of debts from credits only. Other early ex- 
emptions were deposits in savings banks and the personal 
property of domestic life insurance companies (1857). 

In the last fifty years our general property tax has been 
modified further: (1) by the entire exemption of some classes of 
property; (2) by the substitution of specific taxes on corpora- 
tions or on privileges, and a consequent exemption of some kinds 
of personal property; (3) by the enactment of specific taxes 
upon privileges or property without involving any exemption. 

The attempt to reach personal property by assessment against 
the individual owner “in gross,’’ as it were, broke down with the 
development of industry early in the last century. Complaints 
of inequalities resulted in various investigations, the most im- 
portant being that of the commission of which David A. Wells 
was chairman, whose report of 1871 is a landmark in the history 
of tax reform. 

That report recommended substantially the system which has 
since been adopted to a large degree: the raising of state revenue 
by specific taxes, and the exemption of personal property from 
direct assessment to the individual. 

A beginning was made in 1880 when a state tax upon corpora- 
tions for the privilege of conducting business was imposed, and 
the personal property of such corporations was exempted from 
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the direct state tax, although left subject to local assessment and 
taxation. Shares of corporations, domestic or foreign, are 
exempt in the hands of the individual (except bank shares). 

Then came premium taxes on insurance companies, gross 
earnings taxes on railroads, and the inheritance tax; all these 
added to the public revenue, but did not carry exemptions. 

In 1901, bank shares, which formerly had been assessed as 
personal property and subject to tax rates, were made taxable 
at the uniform rate of 1 per cent. throughout the state. While 
nominally a tax on shares to conform to the Federal statutes, 
this tax is really in the nature of a license for the banking busi- 
ness. There is a similar flat tax on the shares of trust companies. 

In 1906, mortgages were subjected to a recording tax of one- 
half of one per cent., which is paid at the time of recording 
mortgage, and confers exemption from an assessment of the mort- 
gage, and of any bonds secured thereby, as personal property. 
(Mortgages recorded prior to 1906 can be brought under this 
recording tax and secure exemption.) Bonds of this state and 
its political subdivisions were all exempted in 1908. 


The “special franchise tax’’ of 1899 includes in the real 
estate assessment the value of the privilege of maintaining 
tracks, wires, pipes, etc., in public highways. The “stock 
transfer tax’’ of 1905 was aimed at sales on the Stock Exchange, 
but affects also all domestic corporations. 


These various forms of special taxes yield, in the city of 
New York, more than ten millions of dollars a year that comes 
from the property formerly taxed as personalty, and another 
twelve or fifteen millions from values formerly untaxed. About 
one-half of this goes to the state. 


The remnant of the personal property tax (derived by placing 
arbitrary assessments on the books) yields about four million five 
hundred thousand dollars, out of a total revenue from taxes of 
about one hundred and forty million dollars. So far as this 
remnant of the personal property tax reaches visible property, 
such as merchandise, it must be added to the charges of doing 
business and paid by the consumer in the form of higher prices. 
When it cannot be added to prices, because of the competition of 
other cities, our merchants and manufacturers are handicapped, 
our trade suffers, and real estate values are affected. 
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The law, however, is not and cannot be thoroughly enforced 
and its evil effects fall only on a few; but these victims, because 
they are a minority, are placed at a great disadvantage if they 
are engaged in business, and are unjustly treated whatever their 
occupation. 

The chief items of personal property now liable to the ordinary 
assessment and tax are: Money (except in savings banks); 
household furniture above the two hundred and fifty dollar 
exemption; bonds (with certain exceptions); merchandise and 
machinery; bills receivable. From the total of taxable person- 
alty all debts can be deducted, including mortgage debts. So 
that real estate owners do not have much difficulty in escaping 
the personal tax. 

The chief victims of the assessment are those ignorant of the 
law or unable to rearrange their investments. One-quarter 
of the personal assessment in the city of New York is against 
beneficiaries of estates, executors and trustees. 

From time to time some scheme of stricter enforcement of the 
law is proposed, but these have not met with favor, especially 
of late years. 

The New York Tax Reform Association was organized in 1891, 
as a result of an attempt to pass a “listing bill’’ to compel 
everyone to fill out a sworn statement of their possessions. That 
bill was defeated, as was a similar one in 1907. The experience 
of other states shows that such measures are fiscally ineffective 
and morally harmful. For nineteen years the Association has 
been waging a campaign for better taxation and especially against 
the personal property tax. 

There is a growing recognition of the fact that the personal 
property tax is not only a failure in practice, but unsound in 
theory; that taxes on production and trade hinder enterprise 
and increase prices; that taxes on savings discourage thrift. 

The theory that property and wealth should be taxed merely 
because they have a value in exchange has about run its course. 
The new theory forcing its way to recogintion is that taxes 
should be laid upon privilege. When one has paid for the value 
of any privilege enjoyed, there is no excuse for, and a positive 
harm in, fining him for turning that privilege to its best use and 
producing articles of utility and value that add to the real wealth 
of the world and are a benefit to all. 
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By CLARENCE FRANKLIN HELwIG, 


Associate Member of the Colorado Society of Certified Public 
Accountants. 


Above my office desk hangs a picture of the pyramids of 
Egypt. To me this picture possesses a peculiar meaning. It 
seems to symbolize the ending of the old order of things and sug- 
gests the new; the development of the known to the highest 
point and an attempt to reach into the unknown. In fact, it 
seems to suggest that after we have passed the apex of the pyra- 
mid, we pass from the limited area of the finite into the very 
region of infinity itself. The pyramids present to our view 
masses of stone, square of base, triangular of side, terminating 
in a point at the top. So also do we note from a wide inspection 
of Nature that the number of the chosen gradually decreases as 
we rise in the scale of existence. Viewed from any one of its four 
sides, the pyramid resembles the equilateral triangle, considered 
by the Egyptians as representative of the great principle of ani- 
mated existence, each of the sides of the triangle referring to one 
of the three sudivisions of creation, the animal, vegetable and 
mineral. In an article on “Classification,” Henry Drummond 
says, “It is an open secret, to be read in a hundred analogies from 
the world around, that of the millions of possible entrants for 
advancement in any department of Nature, the number ultimately 
selected for preferment is small. * * * Some min- 
eral, but not all, becomes vegetable; some vegetable, but 
not all, becomes animal; some animal, but not all, becomes 
human; some human, but not all, becomes Divine. Thus the area 
narrows. At the base is the mineral, most broad and simple, the 
spiritual at the apex, smallest but most highly differentiated ; 
so form rises above form, Kingdom above Kingdom. Quantity 
decreases as quality increases.” Plato, when in Egypt, is said to 
have imbibed the idea of one Deity, in which all things are ab- 
sorbed; perhaps it was suggested to him in part by the figure 
known as the Tetractys, comprising ten points arranged in tri- 
angular form. This figure was emblematic as a whole of the 


*A lecture before the students of the School of Commerce, Accounts and Finance of 
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Deity, and as to the parts, of vital symbols. The topmost point 
was a symbol of the active principle or creator, the two points 
directly beneath of the passive principle, or matter, the three 
points thereunder of the world proceeding from their union; 
finally, the four points, or base, of the liberal arts and sciences, 
said to complete and perfect the whole. 

We have been told that at the time of the building of the 
pyramids Egypt had reached a state of remarkable civilization. 
We are also told that at the same time she gave evidence of 
misery and degradation incredible to us. If this be true, we have 
in the pyramids a reflection of Egypt’s greatness; also of her 
weakness, of her order as well as of her disorder. Excess of dis- 
order led to her dissolution as a nation. Gladstone has described 
evolution as “Series with development.” The pyramids, which 
we consider one of the seven wonders of the world, remind us 
that nearly every great work has been such by synthesis. 


Synthesis means, literally, putting things (or series) together. 
Synthesis neither implies nor refutes development, but if it car- 
ries development with it, then it becomes evolution. It is not 
unreasonable to say that there is a science of system, which might 
be termed the mind distinguishing between disorderly and orderly 
steps in all matters. System is evolution if it progresses from 
disorder into order. The imaginary line designating the altitude 
of the pyramid from its base, through its center, to its apex 
might be considered a scale, marked in series or degrees. It was 
said by Plato, “Our faculties run out into infinity and return to 
us thence. We can define but a little way; but here is a fact 
which will not be skipped, and which to shut our eyes upon is 
suicide. All things are in a scale; and, begin where we will, 
ascend and ascend.” It has been said that as we proceer from 
disorder into order, we often proceed from the simple to the com- 
plex. We must first become simple, however, before we can be- 
come wise. We must all pass through the apex,—simplicity. 
Emerson said that European civilization is a triumph of talent 
and the extension of system; and that he knew of no other study 
that demands the sharp understanding, the adaptive skill, the 
delight in forms, the enthusiastic manifestation of comprehen- 
sible results so much as the study of system and methodization. 

I believe there was never a time in the history of the nation 
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when the work of the intelligent systematizer was in greater 
demand in the interests of the Government, of the States and of 
business in general than at the present time. Among other quali- 
fications, the successful systematizer must have the knack of clas- 
sification. As stated by John Stuart Mill, he must be able to 
assemble together those objects which have the greatest number 
of important common properties for joint consideration and com- 
parison. No set scale will apply in all cases. It is generally held, 
however, that in any classification arranged for some particular 
purpose, the objects must be brought together in some such man- 
ner as to admit of simultaneous study. The arrangement should 
also be in series, according to degrees in which the object is ex- 
hibited, beginning with those degrees which exhibit it most and 
ending with those which exhibit it least. 


The word “system” is derived from the Latin word “sys- 
tema,” which denotes, literally, “to place together.” There are a 
number of other words which approach the word system. In 
many cases they have been used interchangeably. For instance, 
in logic, synthesis is termed “the combination of separate ele- 
ments of thought into a whole, as of simple into complex concep- 
tions, species into genera, individual propositions into systems. 


As a matter of fact, system includes both analysis and syn- 
thesis. Sir Walter Hamilton says that analysis and synthesis, 
though commonly treated as different methods, are, if prop- 
erly understood, only the two necessary parts of the same method, 
each being the relative and correlative of the other. If we 
would build properly we must know our subject. This comes 
through analysis. It has been said that analytical wisdom not only 
consists in discovering the general character of the subject, being 
sensitive to its present appearance on this or that peculiar pro- 
pensity, but in being able to define the individual characteristics 
and capacity and being able to define the circle beyond which it 
cannot pass, and to say which phases are to be given considera- 
tion, that we may not idly waste power, but dispense just suffi- 
cient to actuate and put in motion. Thus we are taught that we 
must analyze before we commence to build. We have also been 
told that all things are in a scale. Let us take the measure of our 
subject. Let us assume that the two extremes in our scale of 
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system are represented by the words order and disorder. Dis- 
order represents the lowest conception of the thought ; by degrees 
we finally attain to the highest conception of the thought and 
enter into order. Various names could be assigned to these suc- 
cessive steps. It is merely a matter of choice. It is a truism that 
if we retrograde continually from order we shall eventually 
descend into complete disorder. We can fall into disorder by 
wrongly directed effort; also by absence of effort. It is equally 
true that if we arise from disorder we shall ultimately reach 
order. Plato describes this when he pictures Timzus a god 
leading from disorder into order. 


The first aid to a successful systematizer is a knowledge of 
human nature. He should acquire a ready perception of char- 
acter, be able to discover motives, have a knack of reading men 
by minor signs, but never to the extent of unwarranted suspi- 
ciousness. He will meet all kinds and classes of men, each one 
requiring a different way of handling. The disorderly man is 
more positive than the careless man, in that the latter is not 
guided by determined effort. The systematizer will find that 
the habitually careless man will give him much trouble. He will 
find that the man who talks carelessly will often do damage by 
disclosing information and creating dissatisfaction among em- 
ployees. It will be necessary to detect and provide remedies for 
such leakages, for envy and waste, for disputes and excusings, 
and counsellings against rules and regulations. 


It will often be necessary for the systematizer to place dif- 
ferent constructions on that which comes to his attention. You 
have probably heard of the man who said that snowballing was 
healthy amusement, that boys ought to be allowed to enjoy it, and 
thereby got credit for being a generous soul, but afterwards was 
found to be a glassman. Disorder and its remedy is not always 
to be limited to a consideration of the lesser employee. In my 
past railroad experience I have known of agents who have delib- 
erately tried to shift the responsibility of shortages on innocent 
employees. The larger man may therefore occasionally need a 
share of your attention. Now and then you may find in him a 
source of disintegration. Again, he may be a mere tool, bound 
by ties other than those of position and office. You may find 
weak defense as against ready offense. You may find that work 
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of bright and capable assistants is being mishandled through 
wrong method. You may find worth depreciated, machine work 
encouraged, and individuality discouraged. You may find artifice 
and deception. Advance information may cause you to expect 
utter disorder. You may be surprised to find a most consummate 
and beautifully arranged system, amazing in its completeness. 
Possibly not until you have spent much time and trouble will you 
know that the system under consideration gives only irregular 
and superficial returns. The results, where disorderly, are bound 
to be more so if they are studiously so. This might be termed the 
disorderly use of or actual abuse of system. 

If it is a matter of examination, the first important step 
usually taken is to ascertain the condition of the cash. In rail- 
road usage, when a traveling auditor finds disorder and loss 
at a station he generally takes charge or puts a competent man 
in charge. In other words, he proceeds to cut off the source 
of disorder, and thus the second important step is taken. Sum- 
mary action is sometimes drastic it is true, but where conditions 
warrant it, no one doubts the effectiveness of it. I do not, how- 
ever, urge too much speed in these matters. Since we are after 
the facts it would scarcely be wise to cut off all our sources or 
even any one important source of information by hasty action. 
Perhaps a second view of the proposition will greatly modify the 
first impression. It is only after everything is going on an or- 
derly basis that we should attempt to arrive at the extent of the 
loss produced by disorder. In the consideration of disorder, 
therefore, we may, I believe, take the following steps to advan- 
tage: 

1st. Take account of that which remains as a working basis. 

2d. Eliminate disorder and begin the establishment of order. 

3d. Determine the extent of the loss. 


We are now ready for the consideration of the next degree. 
Every one who would develop should avoid an overdose of ease 
and comfort. The difficulties surrounding disorder bring out 
both the strength and the weakness of the man. Let us take the 
next step, which for convenience we will term Confusion. 
There is a species of timorousness, caution, or confusion existing 
in the minds of some men that is but very little removed from 
actual disorder. Such men are of that peculiar class who have 
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an unusual sense of delicacy or perverted sensitiveness; who feel 
that their ideas are always far superior to the accomplishment of 
them; that their intelligence is greater in degree than their talent 
of expression; who become quickly dissatisfied with themselves ; 
would rather judge than produce, feeling that their efforts would 
never reach their true conception; who are over-anxious, always 
on the lookout, worrying about trifles, afraid of shadows, forever 
getting ready because of so many provisions to make, who often 
revise decisions in order to avoid the issue, live in perpetual fear 
of accident and evils, lack promptness and decision, and will run 
no risks whatever. Modern business life requires of a man both 
strong wit and courage. Timorous men and timorous methods 
have to get away from ultra-conservatism or be left hopelessly 
behind in the race. Napoleon the First said that indecision and 
anarchy in leaders led to weakness and anarchy in results. 
Looking at timorousness from the Uriah Heep point of view, it 
becomes positively repulsive. Bacon says that “There be three 
degrees of this hiding and veiling of a man’s self; the first, 
Closeness, Reservation and Secrecy,—when a man leaveth him- 
self without observation, or without hold to be taken, what he is; 
the second, Dissimulation, in the negative-—when a man lets fall 
signs and arguments that he is not that he is; and the third, Sim- 
ulation in the affirmative——-when a man industriously and 
expressly feigns and pretends to be that he is not.” The ex- 
tremely timorous man is almost as hard to deal with as the care- 
less individual, although it is hard to conceive of any worse prep- 
aration for mental and physical derangement and disease than 
unconnected, disjointed, careless conversation and conduct. 
Sixty per cent. of the failures of the United States are attrib- 
uted to carelessness, twenty per cent. to dishonesty, ten per cent. 
to speculation, and ten per cent. to misfortune. The careless, in- 
different individual, balancing between right and wrong, is cer- 
tainly a deplorable object. Self-pitiers and self-poisoners belong 
to this class and your system should be such that either they are 
sidetracked permanently or given enough to do to make them 
appreciate the purifying value of perspiration. 

Then there are, among those who labor in confusion, last of 
all, those who do not know, who know that they do not know 
and who wish to step out of disorder into order. It pays to spend 
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a great deal of time with these. Our efforts are generaly re- 
warded. They are of the kind who will acquire the earth eventu- 
ally. Ina sense, I trust I will always be eligible to this class. In 
the matter of confusion we may, I trust, properly summarize as 
follows: 

1st. The elimination of the careless man. 

2d. The elimination or development of the timorous man. 

3d. The development of the earnest man. 


Let us now find the next degree, which for want of a better 
term we will call Elaboration, dealing with those working labori- 
ously toward the light. There is a class of minds powerful in a 
sense, not given overmuch to delicacy or sensitiveness, who can 
proceed without much dissatisfaction, produce largely, analyze 
and elaborate freely. There are two kinds in this class—those 
whose mental grip of the subject is strengthened by the analytical 
process and those whose mental grip is weakened in the progress 
of the study, resulting in confused comparison. We might call 
them mental dyspeptics. The latter resemble the careless men 
whom we never seem wholly to get rid of. Their trouble is 
caused more often by hasty consideration and lack of concentra- 
tion than by lack of mental ability. Finally there are those 
minds, powerful and yet sensitive, who surpass as they set forth, 
who complete what they conceive and reach the highest form of 
excellence. Such minds are rare and are well worth our careful 
appreciation and study. 

We cannot enter into elaboration or analysis without entering 
into a zone of mathematical inquiry. Mathematics in any true 
classification usually stands at the base. If we confine our atten- 
tion to one branch of mathematics only, viz., arithmetic, it will be 
found that the whole science of arithmetic is the outgrowth of 
synthesis, analysis and comparison. Under analysis we find sub- 
traction, which is said to be the fundamental analytical process 
of arithmetic. Division, being an enlargement of subtraction, 
naturally follows. Factoring, or the process of determining the 
factors of composite numbers, comes under the head of analysis, 
since it proceeds from the whole by division to the parts. The 
common divisor or measure of several numbers is a divisor com- 
mon to all of them and the process has a place under analysis. 
Evolution being the process of determining one of several equal 
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factors of a given number, is therefore analytical. By analysis 
we find and verify the primal items of the accounts constituting 
the income account. By analysis we may find and verify all the 
initial items that produce the assets and liabilities of the business. 
By analysis we may go into detail to the farthest possible sub- 
division. The signs or evidences by which a fact is usually 
proved are some of its consequences, and the inquiry often hinges 
upon determining what cause is most likely to have produced a 
given effect. In accounting this cause is usually determined by 
analysis. To illustrate: A short time ago the preparation of coal 
at a certain mine came under criticism. There was a large per- 
centage of slack. An analysis of chances, which consisted in 
ascending from events to their causes, suggested a cause. We 
got at the cause by dividing the total cost of powder used by the 
total number of tons produced during the month. The miners 
were simply using too much powder. It made a big difference, 
however. In the final consideration of elaboration and analysis, 
we may sum up as follows: 

ist. The elimination or development of the man who lacks 
attention. 

2d. The development of the man who goes ahead although 
often faulty. 

3d. The appreciation and study of the superb mind and a 
remembrance of the fact that by analysis we determine the primal 
causes. 

We have now reached a point in our scale which might be 
termed the dead center. We must here cease to act in a negative 
way and become positive. Timorous minds seldom pass this 
point, being more inclined to deliberate than to resolve. Even 
when determined upon an end, irresolute men are often diffident 
in resolving upon the means. We will assume, however, that we 
have laid aside timorousness. 


The ability and desire to analyze, illustrate, classify, compare 
and draw inferences is suitable to Nature’s classifications of all 
her works. We must possess this analyzing, criticising, inductive 
faculty. We must illustrate with clearness and facility from the 
known to the unknown, explain plausibly and correctly and have 
the power of discernment if we desire to bring order out of con- | 
fusion. We must also not forget that all the foregoing is some- 
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times conversely used, wherein the misuse of order by successive 
downward steps results in the establishment of confusion. The 
tendencies of all things must be watched and the proper steps 
taken in time. The definition which brings out the meaning is 
that given in the law for conspiracy, an agreement manifesting 
itself in words or deeds, by which two or more persons confed- 
erate to do an unlawful act, or to use unlawful means to do an act 
which is lawful. I do not necessarily advocate unlawful means 
for presumably lawful ends, but I do urge the necessity of a 
knowledge of the conditions, and the instant in which we receive 
the most favorable reports is just the time when we ought to 
redouble our vigilance, even in regard to the most trifling cir- 
cumstances. That the actual conditions surrounding the business 
for which the system is to be devised should receive the closest 
scrutiny is practically self-evident. Misfits result from the 
assigning of arbitrary accounts where the conditions do not war- 
rant them. Herein lies one of the greatest abuses of system. It 
is well to keep before us the lesson of simplicity. The plan advo- 
cated by scientists for scientific collocation is a useful one. The 
origin, the appearance, the difference, the peculiarity and the acci- 
dental features should be determined. The desirability of this 
plan with respect to the study of method in its relation to account- 
ing systems must be followed to be appreciated. In fact we 
necessarily follow this plan to a greater or less degree in any 
work. Let us be specific. Suppose we use the idea of origin or 
kind as a starting point and take as an example the coal mining 
business, I would suggest the securing of a copy of the mining 
engineer’s report on the property. If this is not available, the 
general diagram advocated in engineers’ books will be found 
useful. It is presumed that you are familiar with coal mining 
systems in general. It will not, however, work to your dis- 
advantage should you get a thorough knowledge of the local 
conditions. Sometimes these conditions are fully reflected in 
the reports and blanks used by other companies operating 
in the vicinity. Information obtained from miners and others 
in the same locality should prove to be of value. In other 
words, obtain from every source possible all the facts you 
can with reference to the properties under consideration, 
as well as all the information you can concerning the neigh- 
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boring properties. As you gather this information it is im- 
portant that you should classify it, that you should put into the 
same group things which are essentially of the same natures, and 
in other groups things of natures essentially different. This is 
fundamental to the right guidance of action. You will see from 
this that it is our purpose to gain the necessary knowledge that 
will enable us to bring the particular business into mental co- 
ordination, step by step, with other similar concerns, and also 
with an ideal system which we no doubt had in our mind’s eye 
when we first began. 


It has been said that flexibility is the most requisite qualifica- 
tion in the management of affairs. We must not be so wedded to 
pet ideas as to be blinded to a full appreciation of the best way of 
doing things. Points of difference between our ideal system and 
the various systems adopted by other companies may or may not 
be of importance, but very often close study will bring up nice 
points of localism well worth our consideration. I believe in get- 
ting through with the differences as soon as possible. In the con- 
sideration of the characteristics of the subject I would especially 
emphasize the importance of careful comparison. Our ideal 
system may be correct as far as it goes, but not go far enough. 
On the other hand it may go too far, and because our ideas are in 
accordance with the ideas of the others it does not always follow 
that we are in the right. We should determine very carefully the 
inconstant and variable features and by every means of reasoning 
possible find out the unusual things which may sooner or later 
test the strength of our system. 


The application of system to systematization comes very close 
to the comparison of the ideal with the real, by looking for the 
points of difference, the points of similarity and the points of 
uncertainty. Referring again to arithmetic, we find that com- 
parison gives rise to several processes which do not necessarily 
grow out of the general operations of synthesis and analysis, but 
where these operations are grouped together, may often suggest 
them. For example, by ratio we measure the relation of two 
similar quantities, that is, we measure their similarity. After 
becoming familiar with the idea of the relation of numbers, we 
then commence a comparison of those relations and when equal 
relations are compared we arrive at proportion. Every propor- 
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tion involves three comparisons: the two which give rise to the 
ratio, and the third, which compares the ratios themselves. 
When comparing numbers we perceive that we may have a series 
of numbers which vary by a common law and such a series is 
called progression. In a series of numbers which increase or de- 
crease by a like difference, this difference might be termed the 
ratio. We may compare numbers and determine their relations 
with respect to their common worth or basis, as previously stated, 
with respect to ratio and proportion. Further, we may compare 
numbers with respect to some number agreed upon as a basis of 
comparison and develop their relations with respect to this basis, 
and when this number is 100 we have the process of percentage. 

The applications of percentage are extremely extensive and 
are of two general classes: those including the element of time 
and those excluding the element of time. In fractions and de- 
nominate numbers we have units of different values under the 
same general kind of quantity. By comparing them, it is seen 
that we may pass from a unit of one value to one of a greater or 
less value. Quantity of magnitude is numerically stated by com- 
paring it with some fixed quantity of the same species and as a 
standard of measure. A classification of those quantities might 
be as follows: First, value; second, space; third, time; fourth, 
weights. There is a thought, in the matter of comparison, worth 
remembering. Is it not true that one natural method, after all, 
governs in nearly every line of work? The farmer, the miner, 
the merchant, and the business man, all sow and reap and meas- 
ure. The miner develops his mine and goes to the boundary line, 
pulling his crop of coal forward as the hill comes in behind him, 
taking out his coal scientifically in order to insure the greatest 
percentage of extraction; first, by uniform room work; and 
lastly, by neat pillar extraction. He measures his returns and 
disposes of the prepared product at the best price possible, with- 
out unnecessary allowances. The accountant has matter in bulk 
to deal with and if he handles it scientifically he follows the nat- 
ural course. When he arrives at his returns, it is well for him 
to remember that there are elements in the income account that 
may be measured by some other quantitative unit than value. 
This unit may be weiglits, as in tonnage of coal; lengths, as in 
feet of lumber; surface, as in an acre of land; volume, as in 
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cubic contents of stone; capacity, as in gallons of fluid. The 
dollar, the day, the pound, the yard, the cube, the bushel, and 
the right angle are so related to each other, that having deter- 
mined one, all the others may be derived from it. The applica- 
tions of these units of measurements are endless, and exhibit 
many things of importance. It is said that everything that exists, 
exists in space, and that everything that acts, acts in time, and it 
sometimes seems to me, perhaps exaggerating a little, that the 
income account, in a comparative way, almost includes the uni- 
verse itself. It follows that the successful accountant must be a 
man of experience and education. In the matter of Comparison 
may we, therefore, not sum up as follows? . 


Ist. The elimination as far as possible of the negative course 
and the substitution as far as possible of the positive course. 

2d. The determination of orderly arrangement in all things. 

3d. The establishment of the points of difference, the points 
of similarity and the points of uncertainty by proper comparison. 


Let us now take the next step, that of Brevity. To do so 
we must become builders. So that we may make the meaning 
clear to ourselves and bring all our facts into the most satisfac- 
tory condition for representation and use, it is necessary that we 
assemble them together after the briefest and shortest method 
possible. Beginning with the unit as the primary numerical idea, 
numbers arise by a process of synthesis. There is something 
beautiful about the idea of unity and its expression. One way to 
bring order out of confusion is to consider the unit and determine 
its tendency, and its ultimate absorption in the final number, pro- 
ceeding from the universal to the particular. Reverting to arith- 
metic, by synthesis we find the sum of two or more numbers. If 
we impose the condition that the numbers united shall all be 
equal, with the new idea of times the number is used, we have a 
new process of synthesis, which we call multiplication. Again, 
composition proceeds from the parts by multiplication to the 
whole. The composite number may be made up of any factors, 
equal factors, factors having a special relation to each other, and 
so on. Where all the different factors of two or more numbers 
give rise to a number which is one or more times each of these 
numbers, it is so by synthesis and is called a common multiple. 

If in the synthesis of factors we fix upon the condition that 
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all of the factors are to be equal, we proceed according to involu- 
tion and the composite number so formed is called a power of the 
factor. By this method we square and cube numbers, and so on. 
Carrying these ideas into accounting, by synthesis we design 
books of record and by synthesis we see that the entries therein 
are so arranged, according to proper columns, as to make easy 
their entrance into the ledger and thence to the balance sheet and 
to the exhibits of operations made therefrom. By synthesis we 
fix upon forms of classification of accounts, so that they will 
admit of proper and permanent comparison. We insist upon 
economy of time and accuracy of work, and we provide for the 
necessary interbalancing of the accounts, so that they will not 
alone admit of ready analysis, but likewise afford a means of 
detecting possible errors and making clear irregularities. It is 
also important that the knowledge and information concerning 
our particular business should be so classified, not only that we 
may consider the various elements to determine those which have 
the greatest number of important common properties, but also— 
since we shall find that the requirements will sometimes cause us 
to fix upon a still greater refinement of classification—that our 
accounts shall enable us compactly to consider single subjects 
by bringing into one class after the shortest possible method all 
those things that bear upon the subject and arranging those 
things in a series, in accordance with the degrees in which they 
exhibit the characteristic property, beginning with those which 
exhibit it most and stopping with those which exhibit it least. 
Concentration, in its primary sense, denotes the act of bring- 
ing things toward a common center or point, thereby increasing 
the strength and diminishing the bulk, thus getting rid of useless 
material. In a sense it denotes one of the strongest points of 
order, the getting-together idea, or what might be termed a close 
mixing tendency with those with whom we come in contact. It 
is impossible to get into full touch with men unless you get into 
harmony with them. We have heard it said of one of our great- 
est railroad men that he believed much business is done on senti- 
ment. It is certainly true that along with all the necessary short 
cuts and consolidations in our system, due attention should be 
paid to harmony and friendship, if the good of the business is to 
be considered. It has been said that the ablest of men have ever 
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an openness and frankness of dealing and an aim of constancy and 
veracity. Is it not true, that instead of being so adversely criti- 
cized, many, if not most, of our great men of business should be 
more fully appreciated by all right-thinking men, if for no other 
reason than for their large knowledge of humanity and their 
practical application and use of the work of scientific men in their 
efforts to bring order out of confusion? Along with a due appre- 
ciation of others it is to be hoped that we shall have a proper 
recognition of the value of following a natural system in creative 
work. In the consideration of this phase of our discussion, deal- 
ing with briefness, concentration and synthesis, we would em- 
phasize: 


1st. The concentration of many things into a small compass 
so that the essence of the matter may be determined ; 


2d. The cultivation of the art of making friends, everywhere 
and under all circumstances ; 


3d. The highest possible appreciation of the merit of others. 


Before we can enter into order, we must consider the next 
step, which we will call Assurance. That which follows a right 
understanding of those with whom we come in contact is clear- 
cut decision and procedure. A right understanding begets assur- 
ance and is designed to inspire full confidence. As you know, 
assurance denotes freedom from doubt, steadiness and sureness. 
The sure basis of assurance is information and the ability to use 
that information quickly and effectively. If a man knows how, 
he can certainly perform wonders,—you might almost say mira- 
cles. But it isn’t guesswork, he must know. Let us reiterate, 
that in the process of getting together and establishing a system 
it is extremely important that we not only know the people in the 
business, but the business itself in general as well as in detail, and 
that we have a working knowledge of it as well as a theoretical 
knowedge of it. Only then can our handling of the matter be 
both logical and scientific, and so stated that our form of presen- 
tation will in itself almost guarantee its validity, consistent 
throughout and critical withal, presenting an accurate and sys- 
tematic knowledge of our observations, based on principles that 
are both clear-cut and indisputable. Much has been written and 
said on this phase of the subject. It is a matter that is almost 
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inexhaustible. A discussion of form with relation to typography 
alone would take up much time. Be that as it may, it is pre- 
sumed that no matter how modest we may be, nevertheless, by 
reason of this very nicety of procedure, our statements will oft- 
times seem dogmatic and insolent. But even if we do get the 
name of being rigid, I do not believe it will blast our reputa- 
tions. On the football field and baseball field only a fool or a 
knave would take offense at the cry we so often hear, “Pretty 
work,” coming on the heels of:a meritorious play. In the consid- 
eration of the matter of clearness, assurance and perception, as 
against confusion, timorousness and uncertainty, we would 
emphasize : 


ist. The cultivation of assurance; 

2d. The importance of accuracy ; 

3d. The necessity of often taking well calculated chances 
along right lines. 


It has been said by one of the most prominent business men 
of this country that he did not care what method a man used in 
any department of a business so long as that man “made good.” 
This saying may or may not appeal to us; however, it would seem 
that the main thing for consideration is the good of the busi- 
ness. Figuring along right lines, everything else must be domi- 
nated by that one idea. If we are to construct a good system we 
must build on broad lines, carefully, toward a definite, clear-cut 
point. The Egyptian pyramids, to which I have referred, are 
typical of this idea. Their foundations are broad. Every atom 
in those pyramids is dominated by final points. The completion 
of those pyramids marks work that has stood the test of cen- 
turies. The builders “made good.” But does this suffice? Is it 
not necessary for us to build so that the results will have a very 
human side as well? The mere inert mass of granite is only a 
monument, after all is said and done. Should we not carry a 
little heart along with our work? Is it not true also that a most 
enduring and lasting monument is one that is erected in the 
minds and hearts of our associates? I cannot but feel that our 
system should, as far as possible, provide against unequal distri- 
bution of work, provide against all unnecessary hardships, and 
thus promote in every way consistent with good business pro- 
cedure the welfare and happiness of those interested therein. 
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Personally, I have much to feel grateful for along these lines. I 
trust you will be equally fortunate in your associations. 

Let us now consider the final point of our scale. Order, 
in its primary sense, denotes regular arrangement. It also 
denotes right arrangement. In a secondary sense it denotes 
the customary arrangement in conformity with law and decorum 
and therefore implies the prescription of a method of pro- 
cedure under rules and regulations made by competent author- 
ities. It implies a commanding position, that of rank and 
degree. We know of no other thing that will contribute so 
much to the good of the business as order and wise rules for 
the conduct of the business. System, it would appear, in the 
proper sense of the term, approaches very closely to law in its 
most general and comprehensive sense. In the formation of new 
companies it is generally the custom to give attention to the laws 
of the State under which the incorporation is to take place. It is 
also the custom to give attention to the construction of the con- 
stitution and adequate by-laws, so that fundamental rules and 
principles, well within the laws, may be laid down for the con- 
duct of the affairs of the corporation. Generally speaking, the 
by-laws of a corporation are the standing and written rules as 
distinguished from the provisions of its constitution, in being 
more particular as to detail and more readily altered to suit the 
conditions. Then we come to the standing, and ofttimes un- 
written rules, as distinguished from the by-laws, in that they are 
still more particular and likely to be readily and easily altered. 
Here is the logical place for system, and it is the place wherein 
system can be very much abused as well as used. To sum up the 
matter, we might say, as regards order in its relation to corpora- 
tions, that we have: 

1st. The law in general; 

2d. The constitution of the corporation ; 

3d. The by-laws of the corporation ; 

4th. The system of the corporation; 


each popularly considered different in degree and the order in- 
dicative of the successive grades or forms of law, from its highest 
to its most imperfect exemplification. I believe that system is an 
art and a very specialized one at that. It might be termed a 
science. Be that as it may, I think it approaches very closely to 
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law. In fact, the place assigned to system is the common ground 
for law makers and system makers. It is the firing line where 
use and abuse are at warfare. 

System does not stop with the act of collecting, arranging and 
placing in a logical and scientific manner. True system is never 
determined until perfection is obtained. The process, as it ad- 
vances from disorder into order, gives and defines the rights of 
the question or case involved. The word which seems most likely 
to be confounded with the word system is the word method. Yet 
these words have been considered so different in special definition 
as to require to be distinguished. To some minds, method is the 
scientific or logical conduct of the case, in accordance with the 
rules or conditions system has outlined for its guidance. 

Whether we use the word system or method, plan or pro- 
cedure, it matters little; and to sum up, we would say that the 
most useful system is the combination that we get from the study 
and consideration of the best thoughts of many minds, for the 
system which is impregnated with self-assertion and self-aggran- 
dizement is of little value. No system will be found useful which 
has been constructed hurriedly, and over which we have not 
studied and worked with all our powers. The system which 
admits of no correction after apparent completion is not a good 
one, since nothing can be made so good that it cannot be im- 
proved upon. The system that is elastic and broad in its scope is 
useful, but the system that is rigid and without the necessary 
versatility will not stand the test of time. The system whose con- 
stant aim is for the betterment of the concern for which it was 
created is useful and its value becomes more apparent day by 
day. The system which permits leakages is useless. The sys- 
tem which admits of consideration towards its adherents is 
useful, and the system that saps the ambition and individuality 
of its servitors is worse than useless. A clean-cut, well-defined 
system is useful and essential. The system which admits of 
the exercise of improper motives or views is useless. A useful 


system will compel harmony between departments in any busi- 


ness, and worse than useless is the system that tends toward the 
development of low personalities in business rather than the pro- 
motion of the business itself. The system which is radical enough 
to create the opposition of those who indulge in graft and wrong- 
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doing is useful. The system that will not detect error and grow 
stronger by opposition is not useful. The system that is based 
on sound accounting principles and glows under the hammering 
it is bound to get is useful. 

The system which we establish can be the source of a great 
deal of satisfaction to us if we are convinced that it is right, for 
if we know our business thoroughly we can be reasonably con- 
tented with our work and we may consider that we are well on 
our way towards the Kingdom of Contentment. Frequent dis- 
couragements may come, however, and we will not be the only 
ones who have felt that we have a hard proposition to deal with. 
A great many men besides yourself, you may be assured, have 
stood the test and rung true. Accounting is something of a 
fighter’s job. If you do not like fighting, do not take up a fighter’s 
work, for you will only end a good-for-nothing and will consti- 
tute at best only a first-class stepping stone for some one else. 
But when you go in, go in to win and fight fair and you will not 
have such a hard time as you might think. Most men, especially 
those worth while, are amenable to reason. Most men love a man 
who goes in with a smile on his face because he feels that he is 
right. If, however, you should happen to be wrong once in a 
while, be candid about it and be honest with yourself. Throw all 
your energy to help repair the injury. The other man cannot 
help but respect you if he is decent. If he is not, there are plenty 
of good men who will side with you. The system which you 
advocate must be felt to be effective. If it is any good, it will 
show up strong. There must not be anything hidden or retiring 
about it. Push it because it is right and not because you are 
after some fashion, the author of some part of it. A system 
worth while is a system that upbuilds the institution, that does 
not weaken or hamper it. Build up within yourself the idea that 
your mission is to fulfill a good work. You will get what you are 
after if your motive is right, in the face of all opposition. As 
you progress, remember that you are exerting an influence; 
therefore be careful of your own habits. You cannot be content 
with yourself and keep out of difficulties if you do not think 
about your own case once in a while. Sooner or later we shall 
all have to pay for our infirmities. Our missteps are bound to 
cost us something. This will help to remind us that when our 


197 


The Journal of Accountancy. 


system catches up with some unfortunate, figuratively speaking, 
that it is not necessary to destroy him all at once and consign 
him to the worst fate possible. Let us take a moment to con- 
sider. I have heard of some good auditors who were nearly 
ruined and subjected to serious setbacks because they caught some 
one “short” too soon. They made their report a little too early. 
It is a good plan to wait until the evidence is all in and then wait 
a little longer. Do not tell everyone else but the person your sys- 
tem has caught what you are going to do to him because of his 
misdeeds. This is not only abuse of system, but absolute cruelty. 
Once in a while it is well to have a heart-to-heart talk with the 
man himself. Is not your idea the betterment of the service? 
If so, should you not be governed accordingly? If you act 
too quick you may subject yourself to some legal difficulties as 
well, and if not that, you are apt to lose in reputation by being 
classed as unfair and unjust. 

The system should be strong, first, to detect tendencies, and 
second, actual fraud. You are after betterment, not destruction. 
Morally your otherwise future victim may be headed wrong. 
Set him right in time if you can and save him and yourself future 
grief. Your system should help you to determine the fitness of 
the various members of the force to fill their respective positions, 
to get the round pegs in round holes and the square pegs in 
square holes, otherwise it is faulty. Your system should tell you 
when one of the men is overworked. Otherwise it might lead to 
the final discharge of the overworked man and the mistake of 
putting a poorer man in his place and then, possibly, bringing 
about a raise in the salary of the position—another illustration 
of the contemptible and perhaps costly end to which the abuse of 
system might carry one. It is also a good thing to remember 
that others can be just as suspicious and cunning as yourself 
about manners and methods. Your system should not create any 
false impressions about yourselfi—you might have a hard time 
living up to them. It is an easy thing for others to get impres- 
sions which they will believe as thoroughly as though you swore 
to the thing. You may feel that this is their business, not yours ; 
but remember, it may react on you later if you are aware of the 
impression and do not take the trouble to correct it in a way they 
will understand. This is applicable to grievances of many kinds. 
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Which is the strongest position when the other man retaliates— 
fight wildly or wait a moment and find out what is wrong? If 
you should show some sort of friendly feeling, in the light of a 
better knowledge, perhaps your viewpoint will change and you 
will gradually get the impression that had you been in his posi- 
tion, possibly you would not have stopped where he did. The 
waiting method may take a little longer, but it is likely to be the 
surest method in the end. Your system should speak for itself 
and do most of the talking for you. The more you talk about it 
the more absurd you are likely to appear. People are not blind. 
They generally, in the long run, give credit where credit is due. 
The system which develops in the white light of publicity is 
likely to be tinctured by the multitude. You cannot please every- 
body. Do not attempt to. The system which you develop by 
careful thought and observation, by the use of the midnight oil 
and the study of books worth while, will be likely to be much 
more to the point and give you better returns. When you quietly 
think the matter over, go to “rock bottom,” ask yourself what is 
the best and the most appropriate thing to do. What will yield 
the best returns? Forget personalities. Forget any improper 
prompting to even up the score, but do not forget to protect 
yourself and go to the bottom of the matter. When you meet a 
hard problem, grin and go to it. Do not dodge it. The more 
you put yourself in an attitude to be condemned the more you 
are apt to be condemned. Did you ever notice how quickly dogs 
take after running objects? The principal thing is to get others 
to see that you know your business. In other words, get a good 
name. Everything else comes to the individual. A clean heart, 
a sharp eye and a clear brain is your stock in trade. This means 
the pursuit of good habits and fine health. Do not poison your- 
self either in mind or in body. It is well to remember that it is 
scarcely possible for an earnest man to preserve a neutral posi- 
tion in anything and he must necessarily be positive in every- 
thing. Not offensively so, but pleasantly so. The reaction of an 
uneasy, unstable, vacillating mind upon the body is slow poison 
both to the mind and body. 


As before stated, your system should prevent snap judgments. 
In fact, it will generally be found to be more advantageous if it 
can be used to forecast the future and enable the concern to 
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climb ahead carefully, than it will be found to be useful in pass- 
ing harsh judgment upon associates. or those you are check- 
ing. Man’s success to-day largely depends upon the way he 
treats his friends and measures the future. It might be reiter- 
ated with some degree of emphasis that when you are handing 
the other fellow his due, be a little careful what you hand out. 
If you give a fool a good thing he is apt to laugh in your face 
and consider you “easy.” Along with your system should go a 
good line of questions. Especially in investigation make your 
questions to the point, all leading to a definite goal. Follow this 
up by questions put in a different way, checking up your former 
requests, and get as many side lights on the question as possi- 
ble. Do not spend too much time on the general books, and 
get into the letters and files as often as you consistently can. 
Keep the main points in view and do not diverge into too many 
paths. Follow each point clear through. Much can be deter- 
mined by general appearances as to just how to spend your time. 
Accounts that have a clear, concise bearing are generally safe 
and do not need much attention. From this it will appear to you 
that a good systematizer must be something of a detective. Not 
necessarily a “Sherlock Holmes,” but something of a “Doubting 
Thomas.” Confusion in entries or filing creates suspicion. Con- 
fusion is the bulwark of evil. The system worth while always 
has a good foundation, based on research and study of all the 
best information obtainable along the lines it is intended to cover. 
In summing up this matter I have necessarily been very dog- 
matic, but I hope not needlessly so. If so, I trust you will par- 
don me. A summary always has something of the insolent in its 
makeup. After all is said, the sum total of this on the one hand, 
referring to the abuse of system, is a sum amounting to disorder, 
confusion and excessive elaboration, and on the other hand, refer- 
ring to the use of system, a sum amounting to brevity, assurance 
and order. 
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A Lawyer's View of the Problems of Accounting 
Terminology. . 


By CHarLes W. GERSTENBERG, 
of the New York Bar. 


The undertaking of American accountants to give uniformity 
to the meaning of the technical terms they employ in their pro- 
fession is laudable. How many accountants who have considered 
the plan for one moment, the writer wonders, have anything like 
an adequate idea of the difficulty of the task? Opposition may be 
expected from many sources. There will be those who object to 
the general principle involved. No living science, they will argue, 
can be reduced to definitions. Bentham and the codifiers who 
succeeded him found this opposition in the legal profession—an 
opposition that still lives and is being overcome slowly and 
painfully. Others will object to the results of the committee’s 
work on the ground that it is not scientific, basing their conten- 
tion on more or less whimsical and stubbornly persistent pet 
theories of their own. Then there will be the conflict with stat- 
utes already passed defining many accounting terms. This oppo- 
sition, of course, will be strengthened by the voices of tax-com- 
missioners, attorney-generals and others who will object that 
previous rulings of their offices will be set at naught by some of 
the accountants’ definitions. 

But the most serious obstacle in the way of success may be 
expected from the courts. In the last analysis, if the accounting 
definition does not meet with judicial approval it will be value- 
less. The courts furnish the ultimate sanction. To formulate a 
scientific and accurate accounting terminology without obtaining 
for it judicial sanction would be very much like performing an 
eminently interesting operation on a patient who subsequently 
died of the malady. What we are to aim at is the formulation of 
definitions of accounting terms that will receive the stamp of 
authority. This, we hope, is to be no academic essay. 

It is submitted, therefore, that any attempt at defining the 
terms used by accountants that does not take into consideration 
the legal aspect of the undertaking is doomed at the outset to fail 
of its true purpose. We do not for one moment urge that no 
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definition should be accepted that has not been culled from the 
opinions of judges; we recognize that the bench has supplied 
some very unscientific and unreasonable definitions; we believe 
that the committee should aim not to adopt or to adapt judicial 
interpretations, but should aim to formulate correct definitions 
and then see to it that they are adopted by the judiciary. 


Having spoken thus generally of the difficulties to be en- 
countered and overcome and of the ultimate aim of the commit- 
tee’s work, let us turn our attention to certain details of procedure 
with which, it is submitted, the committee should concern itself. 
We do not care to offer any suggestions dealing with the defi- 
nitions themselves, but we will restrict ourselves to a few obser- 
vations on the relation of the work of the committee to the 
experience and the demands of the law. 


The committee on terminology, at the outset, must answer 
three questions: First, How much shall we attempt to define? 
Second, How shall we define? And third, How shall we en- 
force our definitions? In answering all three of these ques- 
tions the legal profession can be of much assistance. Law is an 
older science than accountancy; it has been, and in a very large 
measure still is, like accountancy, a “lawless science”; like ac- 
countancy it is the product of growth and a reflection of chang- 
ing conditions. It is evident, therefore, that the legal profession 
should have had to face many of the problems which the account- 
ing profession is now attempting to solve. To neglect to take 
advantage of the past efforts of the older profession would be 
absurd. 

The first question, How much shall we attempt to define? is 
readily resolved into two subsidiary inquiries: First, How many 
terms shall we attempt to define? and Second, How much of a 
definition shall we attempt to give for each term? It is funda- 
mental that terms incapable of exact and more or less permanent 
definition should not be included. Attempting the impossible 
will subject the whole undertaking to reproach. Said the Earl 
of Halsbury, in Glasgow Corporation vs. M’Ewan ([1900] A. C. 
QI, at page 96): “The definition may, perhaps, like all defi- 
nitions, be dangerous, because the person who is called upon to 
define is sometimes dealing with matters which are incapable of 
exact logical definition.” Another cardinal rule is that words 
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which are ambiguous or equivocal only, and not those whose 
meaning is plain and universally accepted, should be defined. 
The task of defining is always difficult and wherever possible 
should be avoided. The reason for this rule is that in restricting 
the meaning of a term the restriction may require interpretation, 
whereas the term to which it is applied may be thoroughly under- 
stood. (See Judge Lush’s remarks at page 389 of the opinion 
in The Queen vs. Pearce [1880], 5 Q. B. D., 386). 


The converse of these rules may now be stated. The state- 
ment will furnish a rule of inclusion, just as the rules above 
given may be called rules of exclusion. All ambiguous or equiv- 
ocal terms capable of exact logical definition, or approximately 
so, should be included in the list of terms to be defined. The 
question arises, How can these ambiguous or equivocal terms 
capable of exact logical definition be collected? The simple and 
apparent method of procedure is, first, to make up a list of all 
accounting terms; secondly, to determine which are ambiguous 
or equivocal, and thirdly, to select from these such terms as are 
capable of definition, The law ought to be of eminent service 
in the second step. Certainly the committee ought not to feel 
that it has performed its task in a masterly and scholarly manner 
unless it has discovered or attempted to discover every account- 
ing term that has been the subject of conflicting judicial inter- 
pretations. It may be objected that this is a step outside of ac- 
countancy and into the law. The answer is that accountancy 
must borrow from every branch of knowledge and must clear up 
its doubts and conflicts wherever found, more especially in the 
law. The validity of the objection is impaired, also, by the fur- 
ther fact that the legal profession itself has recently (to be sure, 
through private enterprise) made great progress in bringing to- 
gether judicial interpretations and definitions, so that the task 
of discovering ambiguities and conflicts is comparatively light. 
(See, for example, the recent legal publication, “Words and 
Phrases Judicially Defined.” 8 vols. West Publishing Co.) 


The next question that will present itself, as we have above 
indicated, is, How much of a definition shall be attempted? We 
can lay down no rules. The legal profession—perhaps we had 
better say jurists—have divided themselves into various schools, 
each advancing theories as to the true method of definition, some 
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advocating an enumeration of general principles, and others 
tending to the inclusion of explanatory or illustrative matter. 
That the task of the committee should not be approached without 
the assistance of a legal mind reasonably well acquainted with 
these various philosophies to act as guide and counsel is not ask- 
ing too much. See, for example, the introduction to Lord Hals- 
bury’s “The Laws of England,” 1907: “A passage appears to 
be obscure; let it be cleared up rather by alteration than by com- 
ment; retrench, add, substitute, as much as you will, but never 
explain. * * * The more words there are, the more words 
there are about which doubts may be entertained.” On the other 
hand, see the preface to the American work, “Words and Phrases 
Judicially Defined”: “The plan has been to follow the language 
of the court, so that the definitions in the book will be authori- 
tative, and to set out enough of the context or statement of facts 
in connection with which the word was used to enable the reader 
to see how far the definition is applicable to his own case. The 
reasoning of the court has also been incorporated, so far as prac- 
ticable. The idea has thus been to give the definitions themselves, 
carefully differentiating them where there are a number covering 
the same word, and not reducing them to any inferential state- 
ments of the ‘results’ of the interpretation.” 


It must be remembered that while there is no complete au- 
thoritative glossary of law terms, many statutes are on the books 
which give authoritative definitions of certain terms. Besides, 
many statutes are drawn with “interpretation clauses” which 
define the meaning of words used in the statute. From these 
various sources the committee on terminology may take hints 
as to methods. We refer the committee to the following acts as 
examples: The Interpretation Act, 1889, 52 and 53 Vict., c. 63; 
General Construction Law, N. Y. Laws, 1909, ch. 27, being Chap- 
ter XXII of the Consolidated Laws of New York, Article 2, 
Sections 10-58; General Corporation Law, N. Y. Laws, 1909, 
ch. 28, being Chapter XXIII of the Consolidated Laws of New 
York, Article 1, Section 3. 


We come now to the second of our three questions: How 
shall the terms be defined? We have pointed out before that the 
law should not be taken as a standard in this respect. The stand- 
ard should be scientific accuracy, to which the law should be in- 
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duced ultimately to conform. There are, however, certain con- 
siderations which the committee should observe before settling 
on a definition of a given term. If a term is accepted in two dif- 
ferent ways by people, including accountants and judges, who 
have frequent need of using the term, and if one acceptation is 
logically as good as the other, before an arbitrary choice is made 
the question of expediency should be thoroughly examined. If, 
for example, “net income” is capable of several definitions, each 
reasonably sound in theory, but if “net income” has been given 
a well-defined meaning in certain statutes and the judicial inter- 
pretations thereof, certainly that statutory definition should be 
given some preference. If not, uniformity is destroyed, for the 
term “net income” will be used in one way for the purpose of 
fulfilling the requirements of the statute and in another way 
when used by accountants in reporting for other purposes. The 
question of expediency is important. The committee should aim 
to be effective, and while permitting no definition that will work 
injustice to investors, taxpayers or others whose rights may be 
affected by the interpretation given to an accounting term, they 
should not obstinately stick out for a definition merely because 
it is logical if another definition is more expedient. We may be 
accused here of contradicting what we have already said. We 
desire to point out, therefore, that while it is important that the 
accounting profession attack this task in a fearless manner and 
strive to bring the legal fraternity up to the standard of logical 
accuracy, some allowance should be made for human inertia. 
Let us flavor our fearlessness and advocacy with a pinch of com- 
mon sense. Let us be politic. 

A broad-minded policy, therefore, will dictate the necessity of 
close co-operation with the law. If violence is to be done to 
judicially established interpretations it is important that we know 
beforehand how much violence is being attempted. He is a poor 
advocate who does not know his opponents’ contentions and rea- 
sonings as well as his own. The committee will do well, there- 
fore, to collect the statutes that may contain legislative definitions 
of accounting terms. In the same way the important decisions 
should be examined and the judicial definitions extracted. In 
most of the celebrated decisions the courts have written their 
opinions after close examination of briefs written by able counsel 
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and revised by competent accountants. It is submitted that the 
report of the committee will be more highly respected if it gives 
some evidence of familiarity on the part of its compilers with 
such important decisions as Smyth vs. Ames, San Diego Land 
Co. vs. National City, and Consolidated Gas Company vs. City 
of New York. This, certainly, is a delicate matter, for while the 
report should bear evidence of scholarly research and sound rea- 
soning, we submit that it would be the height of folly to make the 
definitions argumentative or to accompany them with persuasive 
justification. The committee should prepare itself to be infallible 
and then its definitions should be written ex cathedra. 


This brings us logically to the third question, How shall the 
definitions be enforced? How shall these authoritatively stated 
definitions be given the sanction of authority? That the accom- 
plishment of this purpose is to be a measure of the success of the 
committee’s work will, it is hoped, be now admitted. Anything 
short of that, we repeat, is comparable to a brilliant forensic ad- 
dress not followed by a verdict. 


There are three ways in which judges may be bound to give 
certain meanings to words: first, by custom; secondly, by agree- 
ment; thirdly, by legislation. Before going into the relative 
merits of these various methods, let us explain them. The law 
is that an established custom may be proved to show that words 
or expressions are employed in particular trades with peculiar 
significations. “It is not necessary to prove that such usages have 
existed any particular length of time, but only that they have 
been so uniformly acted upon and so commonly and continuously 
recognized in a particular form of business that parties must be 
presumed to contract in reference thereto.” (See Robinson vs. 
U. S., 13 Wall. 363; Page vs. Cole, 120 Mass. 37.) Thus the 
committee’s definitions may in a measure be given the sanction 
of authority by universal adoption in the profession. Or, the 
definition may be made effectively binding by reference to them in 
every agreement or report to which an accountant may be a party. 
Thus, accountants might give effect to their terminology by using 
paper at the top of which was printed a statement that “The 
standard terminology adopted by the American Association of 
Public Accountants has been observed in the use of all technical 
accounting terms used in the following report.” The third 
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method of enforcing the established terminology is to incorporate 
the definitions into an interpretation act similar to the English In- 
terpretation Act of 1889, or the General Construction Act con- 
tained in the Consolidated Laws of New York. We do not feel 
that we should advocate one of the three methods to the exclu- 
sion of the others. (Indeed, if our opinion were asked, we should 
unhesitatingly advise a strenuous campaign along all three lines.) 
We purpose, therefore, to close this paper with a few practical 
observations on each of the three methods. 

The method of enforcing the definitions by incorporating 
them, by reference, into all agreements has the advantage of be- 
ing explicit and of tending ultimately to establish a custom,—the 
first method. It is objectionable, however, because it is cumber- 
some, because it will require vigilance in seeing that it is always 
referred to, and because it does not contemplate authoritative 
uniformity in spoken discourse. 


To enforce the definitions by adopting them as a custom would 
be advantageous, for it would insure uniformity in a country 
where the same purpose could be accomplished through legislative 
action only after numerous appeals to various and numerous 
legislatures. It has several disadvantages. Custom must in 
every case be proved. This often is a laborious task compared 
with the ease with which a statute can be proved. (Courts 
usually take judicial notice of the statutes of their own jurisdic- 
tion.) In every case where an interpretation is relied on as being 
adopted by custom the question of the reasonableness of the cus- 
tom is opened, as is also the question of whether the custom con- 
tradicts a settled rule of commercial law. (See Partridge vs. 
Insurance Co., 15 Wall. 573; Markham vs. Jaudon, 41 N. Y. 
235.) It is highly improbable that legislators in framing statutes 
would depend upon the definition words acquire by custom. In 
important cases they would include interpretation clauses in their 
several statutes, which clauses would very likely contain defi- 
nitions at variance with the standards adopted by the accounting 
profession. A confusion brought about in this way is, of course, 
to be avoided. 

There appears to be only one objection to legislative enact- 
ment of the proposed accounting definitions, and that is that it 
will be almost impossible to bring it about. Very nearly fifty 
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legislatures in the United States alone will have to be approached. 
The accountancy profession, however, may procure much assist- 
ance from the commissioners appointed by the governors of the 
several States to bring about uniform laws. 

The task of the committee on accounting terminology is an 
important and difficult one. It brings the accounting profession 
into the closest relations with the legal profession, from which 
the former should seek aid and counsel and from whose expe- 
riences it should profit. 
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EDITORIAL 
The Antiquated Personal Property Tax. 


Among the numerous wise movements started by Mayor 
Gaynor of New York City none is more deserving of serious 
consideration than that which calls for the abolition of the per- 
sonal property tax. This tax is a relic of the Middle Ages, and 
in most enlightened countries has been done away with. It 
still lingers, however, in most of the states of the Union and 
for this reason the editors of THz JourRNAL have deemed it a 
subject of sufficient importance for a thorough discussion. The 
symposium in this issue will, it is hoped, lead some of our readers 
to take vigorous part in movements to abolish the tax in other 
states. 

The main objection to the personal property tax is that it 
does not and cannot reach the property at which it is aimed. 
This is always the case. A thousand years ago the major por- 
tion of every man’s possessions were visible and tangible. Rich 
men could not easily hide their wealth. A tax, therefore, levied 
upon all of a man’s property, both real and personal, could be 
collected. At the present time, however, the wealth of the rich 
consists mainly of stocks and bonds and intangible assets which 
are easily concealed from the view of the assessor. As a result 
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the personal property tax is paid only by a few very honest 
people and by widows and orphans who are unable to change 
the form of their inherited investments. 

It should be noted that the abolition of the personal property 
tax does not necessarily lead to excessive taxation of real estate. 
Nor does it mean that personal property shall escape taxation. 
On the contrary, it is proposed that in place of a general tax 
upon personal property there shall be taxes upon special classes 
of personal property, such as bank stocks and the stocks and 
bonds of corporations. From specific taxes of this sort, which 
can be collected at their source, a state can derive a much larger 
revenue than if it seeks by a general law to tax all forms of 
property. This is a fact proved by the experience of several 
states. 

Just what forms of property should be taxed is a subject 
deserving the most careful consideration. It is not well, for 
example, to assume that a mortgage is itself a piece of property, 
for experience has proved that a tax upon mortgages is always 
paid by the borrower, whereas the lender or owner of the mort- 
gage is the man whom such a tax is intended toreach. It would 
be well also for the younger communities of the West to learn 
something from the experiences of certain provinces in Canada, 
in which farm improvements and machinery are exempt from 
taxation, the evidenct object of this exemption being the 
encouragement of improvements. 


Bonds a the Rate of Interest. 


In newspapers and periodicals of late there has been much 
confusing discussion of the prices of bonds in connection with 
the advance which has taken place during the last twelve years 
in the rate of interest and in the prices of commodities. The 
following paragraph from the New York Times of May 28th is 
a fair specimen of the current discussion: 

The rise in the price of capital is as striking as the rise in 
the price of everything else, and equally perplexing in its con- 
tradictory aspects. Yesterday, for example, Bank Superin- 
tendent Cheney was advising savings banks to reduce their rate 
of interest at a time when a leading railway could not get money 
in the United States at all, and was accommodated in Paris, 
only at about five per cent. If we have indeed passed, or are 
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in the process of passing, to a 5 per cent. rate for money through- 
out the world, it is important to know it, for all other prices 
depend upon the price of money in the last analysis. 

The notion that the so-called price of capital, by which is 
meant the rate of interest, is related to the prices of commodities 
or to the cost of living, is entirely fallacious. ‘‘Money”’ and 
“capital’”” are much abused and overworked words. In its 
proper and primary sense “money’’ means a country’s medium 
of exchange, and this in the United States is all reducible to 
gold. The prices of commodities depend upon the supply of 
money and the need for it, arising out of business transactions. 
If the supply of money increases more rapidly than the volume 
of commodities and services which are the subjects of business 
exchanges, the tendency of prices will be upward. Such a con- 
dition has prevailed during the last dozen years, and as a result 
the prices of goods have advanced. 

Capital, on the other hand, in its proper and primary sense, 
consists of all of a country’s wealth that is available for use in 
business. Only a small part of such wealth is in the form of 
money. The rate of interest is the price which the borrower 
pays for the use of this wealth, and it is fixed by demand and 
supply, so that a rise in the rate of interest may be the result of 
either an increase in the demand for capital or of a shortage in 
the supply; and it has no relation whatever to the prices of 
commodities. 


The rate of interest has risen during the last dozen years 
simply because the continued advance of commodity prices, due 
to the world’s large output of gold, has given a great stimulus 
to all forms of business and industry. When prices in general 
are rising from year to year the average entrepreneur makes 
greater money profits than when they are tending downward. 
In consequence he is eager to enlarge his operations and is a 
bidder for more capital. Under such conditions the demand for 
capital increases more rapidly than the supply and the rate of 
interest rises. This is what happened between 1850 and 1860. 
Then the general level of commodity prices was lifted by the 
sudden increase in the gold supply from the new mines of Cali- 
fornia and Australia. The money profits of business were so 
large during that period that the rate of interest steadily ad- 
vanced, just as it has done during the last decade. In neither 
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decade was the rate of interest the cause of higher prices; on 
the contrary, it would be nearer the truth to say that the rise of 
prices was responsible for the higher rate of interest. 

The decline in the price of gilt-edge bonds, such, for example, 
as the British Consols, is the inevitable expression of the fact 
that the rate of interest has risen. Fifteen years ago munici- 
palities in the United States could sell 3 per cent. bonds at par, 
for then the supply of capital in relation to the demand was 
such that lenders were obliged to accept 3 per cent. At the 
present time, however, the supply of loanable capital in rela- 
tion to the demand is much smaller and lenders are able to get 
4% percent. Gilt-edge bonds, therefore, sell on that basis, and 
bonds paying less than 4% per cent. sell below par. It seems a 
contradiction that the rate of interest should rise at a time when 
the supply of money is increasing more rapidly than the demand. 
This contradiction, however, is only apparent. The increase in 
the supply of money affects the prices of commodities, for it is 
an increase in the supply of the medium of exchange offered for 
goods. Since it does not increase the supply of the world’s 
wealth available for use in business, it cannot lower the rate of 
interest. The fact that the New York money market has almost 
reached a 5 per cent. basis is responsible for the low prices of 
bonds, but not for the high prices of commodities. 


Commenting on the presidential address of Mr. A. O. Miles at the 
twenty-ninth annual-general meeting of the Institute of Chartered Ac- 
countants, the London Accountant says: ‘“‘In dealing with causes that 
have led to the exclusion of certain members from the Institute, Mr. Miles 
expressed the view that it seemed an objectionable way of advertising to 
form a company of which the member was practically the sole owner, and 
then to carry it on as an Income Tax Recovery Agency, soliciting business 
of the nature of that of a public accountant. This statement will prob- 
ably cause some little confusion as to whether, in the judgment of the 
Council, it is unprofessional for a member to form a one-man company; 
or whether the view is that the member must be held as responsible for 
the acts of such a company as for his own acts. A very timely reference 
was also made to an objectionable form of advertising, to which attention 
has been directed on more than one occasion, namely, the insertion of the 
names of members in heavy type in telephone and other directories. 
This is an evil of old standing, to which attention has already been 
directed more than once. Doubtless, however, Mr. Miles’ formal an- 
nouncement may be taken as a definite intimation that in future the 
Council will regard infringements of this rule more seriously than hitherto. 
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Plans for Meeting of American Association. 


At a meeting of the New York State Society of Certified Public 
Accountants held at the Waldorf Astoria on Monday evening, June 13, 
Mr. E. W. Sells, chairman of the Committee on Arrangements for the 
formulation of plans for the reception of the American Association of 
Public Accountants at the time of the annual convention, to be held in 
New York City October 17 to 20, reported that the Hotel Astor had 
been designated as the place of meeting and that the following preliminary 
program had been agreed upon: 

Monday, October 17: 
1ra.m. Board of Trustees. 


4to6p.m. Reception by ladies at Hotel Astor under auspices 
of the New York State Society. 


8 p.m. Theatre party. 


Tuesday, October 18: 
10:30 a.m. Convention. 
Addresses of Welcome. 
Address by Dr. Elmer E. Brown, U. S. Commissioner 
of Education. 


2:30 p.m. Convention. 
Address by Mr. W. H. Roberts of Chicago. 
7p.m. ‘At Home” and Beefsteak Dinner at Healy’s, 
Sixty-fifth Street. 


Wednesday, October 19: 


10:30 a.m. Convention. 
Address by Mr. R. M. Chapman. 


2:30 p.m. Convention. 
Election of Officers, etc. 
Report of the Committee on Terminology and Discussion. 
(This evening will be left free so that visiting members 
may have time for social engagements.) 


Thursday, October 20: 
10:30 a.m. Convention. 
Meeting of new Board of Trustees. 
Election of Executive Committee. 
7 p.m. Annual Banquet of Public Accountants. 


Mr. Sells also reported that the following committees had been chosen: 
Ladies’ Reception at Hotel Astor, Mr. Samuel D. Patterson; Theatre Party, 
Mr. Leon Fisher; Speakers for Addresses of Welcome, Mr. Henry R. M. 
Cook; ‘“‘At Home and Informal Dinner at Healy’s,”” Mr. Wm. F. Weiss; 
Annual Banquet, Mr. E. W. Sells; Registration and Information, Mr. 
E. L. Suffern, Mr. Sells and Mr. Teele; Souvenirs, Mr. Perley Morse; 
Printing and Publicity, Secretary of the New York State Society, Secretary 
of American Association of Public Accountants. 
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The chairman announced that he would call a meeting for final dis- 
position of affairs in the middle of August, at which time the various 
committees would be asked to report. 

The secretary was requested, when communicating with the members 
of the American Association of Public Accountants, to request them to 
signify to the committee as early as possible their intention of coming, 
and, where practicable, to mention the number of their party, so that 
appropriate provision would be made. 


Resolutions of Minnesota State Bankers’ Association. 


On June 23d the Minnesota State Bankers’ Association, after some 
discussion, unanimously adopted the resolutions printed below. This 
action is one of many indications that bankers throughout the country are 
growing more and more convinced that independent examination of ac- 
counts by certified public accountants should be demanded of sellers of 


credit. 


We commend the attitude of firms and corporations who sell their 
paper in the open market, in furnishing independent audits of their busi- 
ness by responsible certified public accountants. 

And whereas, We believe such independent audits are of great value, 
both to the borrower and lender. 

Therefore, be it resolved, That we recommend this practice becoming 
general, and we further recommend that the affairs of all firms and cor- 
porations which are in any way identified with each other be audited by 
such accountants as of the same date. 


News and Notes. 
Comptrollers and Accounting Officers ‘in Convention. 

The National Association of Comptrollers and Accounting Officers 
held their fifth annual convention on June 9-11 at the Hotel Astor in 
New York City. The address of welcome was delivered by Edmund D. 
Fisher, Deputy Comptroller of the City of New York. In his annual 
address President Alonzo Tweedale spoke as follows: 

“The most important factor in the regulation of city finance is found 
in the annual budget. It is at this point in the city’s business that the 
greatest activity should be exercised to obtain uniformity, for if the 
budgets of cities are framed along uniform lines then all of the resulting 
financial work of the city will follow in logical sequence the uniformity 
obtained in the original financial proposal adopted by the governing 
authorities. A budget constructed along scientific lines reduces all the 
business of a city to a few general heads, subdivided according to depart- 
ments or functions under the general head.” 

Mr. Harvey S. Chase delivered an address on the Practical Applica- 
tion of Modern Methods of Accounting to Municipalities. Mr. Chase 
recommended the accounting system of Lynn, Massachusetts, as a model 
which should be adopted by other cities. ‘‘Those of us,” said Mr. Chase, 
“‘who have gone through the experience of the last fifteen years in audit- 
ing city affairs and installing new methods of municipal accounts have 
been led from one step to another. Three important steps are evident. 
First, the preparation and authorization of the annual budget or appro- 
priation bill, embracing everything which should rightfully pertain to 
that exceedingly important function of municipal government, namely, 
the submission of carefully prepared estimates of necessary expenditures 
for the ensuing year by heads of departments, classified and detailed in 
accordance with standard and uniform requirements; a careful estimate 
and summary of available revenues; a comparison of the proposed ex- 
penditures with expected revenues and a scientific adjustment of these 
to each other, and the final determination and enactment of the appro- 
priation bill for the year. 

“The second step includes the actual accounting structure or mecha- 
nism, the bookkeeping, the books, the forms, the schedules, the drafts, 
the vouchers, and all of the thousand and one details. 

“The third step is comprised in the final reports and summary at the 
end of the fiscal period of the actual transactions, the Comptroller’s 
annual report and the accompanying flood of reports from the various 
departments.” 

At the meeting on June roth addresses were made by Dr. Le Grand 
Powers, Chief Statistician of the Census Bureau; Mr. Frank Tucker, 
President of the City Club of New Rochelle; Mr. Louis Betz, ex-Comp- 
troller of St. Paul; Mr. E. S. Griffing, Comptroller of New Rochelle; 
Douglas Mathewson, Edward O. Fisher and Duncan MacInnes of New 
York City. 
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Mr. Betz advocated the adoption of a uniform classification in making 
up budgets. He thought it would be well for every city to have a com- 
mittee separate from the officials who spend the money. The suggestion 
started a spirited discussion and developed a wide divergence of opinion 
among the delegates as to the best method of forming the budget or of 
the grouping of accounts. Mr. Griffing did not think it possible for the 
comptrollers to adopt a uniform system of classification, because no two 
comptrollers use the same language in speaking of financial transactions 
or regard accounts in exactly the same way. He thought that if every 
comptroller interested in the movement would send to every other comp- 
troller in the country a copy of his annual report, it would be helpful, 
and suggested that comptrollers incorporate in their reports the popula- 
tion of their cities, the per capita expenditures, and the proportion of 
the total expense that each department bore. 

““When this interchange of reports has been made for a few years,” 
said the speaker, ‘‘and we have each adopted the best features of our 
neighbor’s report, and have come to a common mode of expression in 
making up our reports, then it may be possible to adopt a uniform 
classification for our budgets.” 

Duncan MacInnes of the Finance Department of this city said the 
members would have to settle upon some basic principle of classification 
before a uniform system could be adopted. He spoke of the difficulty 
of coming together on a uniform classification, and said that the only 
similarity at present between the budgets of the various cities was their 
dissimilarity. 

The majority of the members favored the adoption of the uniform 
system, if an agreement could be reached in regard to it. 

The Convention held its fifth annual banquet at the Hotel Astor on 
Friday evening. 


C. P.-A. Legidetion New 


The Committee on Legislation, Mr. E. W. Sells, Chairman, reported 
at the June meeting of the New York State Society that the bills which 
had been introduced in the Legislature looking to the appointment of 
certified public accountants in court proceedings, had appeared on the 
Assembly calendar in the last days of the session, being favorably re- 
ported by the Assembly Codes Committee. On the third reading oppo- 
sition developed among the country members, especially among those 
who are lawyers. The opposition was directed, not against the princi- 
ples involved in the bills, but to the point that the accountant would in 
effect be an unsworn witness and his testimony would influence the court, 
with no right of cross-examination. As a result the two bills which 
were voted upon failed to pass by a narrow margin. The committee is 
confident that the bills can be put in such shape that passage may fairly 
be expected at the next session. 
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News and Notes. 


Officers of the New York State Society. 


At the May meeting of the New York State Society officers were 
elected as follows: 

President, Henry R. M. Cook; First Vice-President, Edward L. Suf- 
fern; Second Vice-President, Leon O. Fisher; Secretary, Samuel D. 
Patterson; Treasurer, Howard B. Cook. 

Directors: Alexander Aderer, James T. Anyon, Francis R. Clair, 
Hamilton S. Corwin, Harold B. Hart, F. W. Lafrentz, John R. Loomis, 
Charles S. McCulloh, S. R. Mitchell, J. Lee Nicholson, Elijah W. Sells, 
William F. Weiss. 

At the June meeting Mr. W. F. Weiss, who has served the Society as 
treasurer for three years, was presented with a cut-glass punch bowl, 
Mr. S, D. Patterson making the presentation address. 


University Honors for Dean Geijsbeek. 


The degree of master of commercial science was conferred upon John 
Bart Geijsbeek by Denver University at the commencement May 26. 
This degree never before has been given west of New York and was con- 
ferred in recognition of what Mr. Geijsbeek has done as dean of the school 
of commerce, accounts and finance at the university. In conferring the 
degree, Chancellor Buchter said: 

“It is with pleasure that Denver University accords this honor to 
Mr. Geijsbeek, and in so doing our school also recognizes the absolute 
need for commercial education in our institutions of higher learning. 
The profession of accountancy fills an everyday need in our commercial 
life and the work which is being done in our school of commerce, accounts 
and finance puts Denver University far ahead of many larger educational 
institutions in this field.” 


Annual Banquet of Milwaukee Accountants. 


The Milwaukee Accountants’ Association held its tenth annual banquet 
at the Eagles’ clubrooms, on Third Street, on Thursday evening, May 19. 
Former President Louis Liebscher acted as toastmaster and speeches were 
made by William George Bruce and Judge John C. Karel. Officers were 
elected as follows: President, Frank Genens; vice president, O. B. 
Knoepke; treasurer, Alexander Reineman; secretary, E. J. Martel; 
director for three years, C. N. Duffy. The society is in a flourishing 
condition. 
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Correspondence. 
The Virginia C. P. A. Law. 


LyNcHBURG, Va., May 9, rgro. 


To Tue Journal or Accountancy: On the 28th ult. I wrote you, 
giving the names of the appointees to the newly-created Virginia State 
Board of Accountancy and enclosing an official reprint of the C.P.A. law 
enacted at the last session of the Virginia Legislature, but my letter 
could not have reached you in time for the information therein contained 
to be used in the May issue of THe JouRNAL, in which I note what purports 
to be the text of the law. 

You have evidently gotten hold of a copy of my original draft of the 
bill (which was afterwards changed in several important points, upon the 
advice of Mr. George Wilkinson, C.P.A.), but, even so, your version con- 
tains several typographical errors, such as the omission of the word 
“such” from Article 2; the use of “‘being”’ in place of “herein’’ in Article 
3, and the use of “option” in place of “‘opinion’’ in paragraphs 1 and 2 
of Article 4. 

The most important changes from the original draft were the elimina- 
tion of the requirement that the educator-member of the Board shall have 
received the degree of LL.B. or LL.D. and the change of the stipulation 
that, at all hearings to consider charges against the holder of a certificate, 
the attorney-general or one of his assistants “shall sit with the Board” 
to read “‘may sit with the Board,” but there were other minor changes, 
“too numerous to mention.”” If you will compare the enclosed official 
copy with your version, you will find there is a considerable difference. 

In the interests of accuracy I would also bring to your attention the 
fact that the lawyer-member of the Board is not Joseph Stebbins, as you 
state, but his son, Joseph Stebbins, Jr., and my own name is, alas, entirely 
innocent of the middle initial with which you credit me. 

All of which I submit for such comment or correction as you may 
think proper. Yours very truly, 

GeorceE Manon. 


Accounting at Your Own Price. 


To Tue JourNaL or Accountancy: I am glad to note the attitude 
you take regarding the advertising methods of the Interstate Audit Com- 
pany as expressed in the May number of THE JournaL. It is a great 
pity that the profession of accountancy should be exposed to the con- 
se quences of such methods. Of course, we know that such concerns are 
quite “‘beyond the pale’’ and are not amenable to the laws of any state 
society or any reasonable code of professional ethics, but unfortunately, 
a large proportion of the business public are still uninitiated in such 
matters. Accountancy, as a profession in this country, is still so young 
that it would seem desirable that the various state societies, in conjunc- 
tion with the American Association, should adopt some means of counter- 
acting the effects upon the public mind of such methods, by bringing to 
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the notice of the business community the qualifications, training and 
experience of the certified public accountant, as distinguished from the 
“high-grade bookkeeper.” 

The case of the Interstate Audit Company seems a particularly glaring 
one, but such methods of seeking business by irresponsible concerns are 
unfortunately too common. It is difficult to imagine how any man can 
deliberately go out of his way to belittle his chosen vocation, but par- 
ticularly is this the case in a profession requiring such a standard of 
intelligence as accountancy. 

It seems unnecessary to state here that accountancy in England has 
for many years past been recognized as a learned profession, and that 
accountants of the highest standing, both there and in America, are the 
first to admit that a long lifetime is too short to acquire all there is to 
know on so deep a subject. 

SEATTLE, May 12, 1910. R. J. Austin. 


A New Jersey Accountant Indicted. 


Mr. George W. Forman, auditor of the City of Newark, N. J., is under 
indictment by the grand jury for the embezzlement of city funds. For- 
man has disappeared. The New Jersey State Society of Certified Public 
Accountants, at a meeting, June 6, formally suspended him from 
membership. 


Announcements. 

The partnership under the firm name of Wilkinson, Reckitt, Williams 
& Company, Certified Public Accountants, has been dissolved by mutual 
consent, as of April 30, 1910. The business in New York, Philadelphia 
and the East will, in future, be conducted under the name of George 
Wilkinson & Company, with offices at 52 Broadway, New York City, and 
Mutual Life Building, Philadelphia. The business in Chicago and the 
West will be conducted under the name of Ernest Reckitt & Company, 
with offices at 801 to 806 Marquette Building, Chicago. Exclusive 
agency arrangements have been entered into between the two firms. 


Messrs. Seymour Walton, J. Porter Joplin and Charles H. Langer 
announce that they have associated themselves under the firm name of 
Walton, Joplin, Langer & Company and will practice public accounting 
and auditing, with offices at 189 LaSalle Street, Chicago, IIl. 


Annual Meeting of New Jersey Board. 


At the annual meeting of the New Jersey State Board of Public Ac- 
countants held at the offices of the Board, Elizabeth, N. J., May 19, 1910, 
the following officers were elected: President, George Wilkinson, C.P.A., 
Plainfield; secretary, John E. Cooper, C.P.A., Cranford; treasurer, 
William T. Sawyer, C.P.A., Elizabeth. The next examinations will be 
held in October, and candidates for this examination are required to file 
their papers on or before September 15. 
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Scottish Chartered Accountants’ Examinations. 


The General Examining Board of Chartered Accountants of Scotland 
has recently approved and adopted a new form of syllabus for the exam- 
inations which will come into operation next year—i.e., in June," 191r. 

In commenting on this the London Accountant says: 

The Preliminary Examination now disappears entirely, its place being 
taken by some form of school-leaving certificate, or by the passing of 
some recognised examination of the Matriculation standard. This, it 
seems to us, is a step in the right direction. The primary idea of the 
Preliminary Examination was to prevent men becoming articled whose 
general standard of intelligence and education was such as to make it 
unreasonable to suppose that they would be able to benefit sufficiently by 
the opportunities afforded during articles to attain the standard necessary 
for admission to the ranks of Chartered Accountants. In the days when 
general education was less well organised, it might well be that consider- 
able numbers of would-be articled clerks who had been privately educated 
were unable to produce any proof that could be recognised by a public 
body as evidence that they had reached the required educational standard, 
and were possessed of the needful general intelligence. Hence, in the 
early days of accountancy, it was perfectly reasonable that a Preliminary 
Examination should be instituted, so that those desirous of becoming 
articled might be given an opportunity of proving that they were suitable 
persons. It is precisely for the same reason, and for no other, that Matric- 
ulation is insisted upon at all our Universities as a necessary qualification 
before sitting for any degree examinations. The tendency with modern 
universities is, however, decidedly in favour of substituting school-leaving 
examinations for Matriculation, as being upon the whole a more satis- 
factory test. No one knows better than the trained educationalist how 
very unsatisfactory is the examination alone as a test of either ability or 
knowledge. 

But whatever arguments there may be in favour of substituting 
recognised school-leaving certificates for Matriculation for university 
purposes as far as possible, must clearly apply a@ fortiori to professional 
purposes, such as Accountancy or Law, seeing that neither accountants 
nor lawyers are recognised authorities on matters of general education. 
Of course, the Preliminary Examinations for Accountancy and Law are 
not conducted by members of those professions; they are conducted by 
educationalists specially employed for that purpose, who, it may be taken, 
have a standing at least equal to that of the examiners employed for 
for matriculations. But it is clear that the Preliminary Examination 
must be open to the same objections as the Matriculation examination; 
that it is, at best, an unsatisfactory way of testing the knowledge and 
general ability of candidates, who, in the nature of things, are entire 
strangers to the examiner. It is, we believe, now admitted as being beyond 
question, that, where available, the leaving certificate of a good school 
is infinitely to be preferred; while for those who have not been in such 
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schools there are available quite a sufficient number of examinations open 
to the general public to make it, in these days, wholly unnecessary for 
any professional body to attempt to run a Preliminary Examination of its 
own. 

With regard to the reorganisation of its professional examinations, the 
Scottish General Examining Board does not announce any material 
charges in the Intermediate. It is true that two new text-boeks are 
recommended, thus showing that the Board appreciates the importance of 
keeping reasonably up to date in the matter of text-books, but the principal 
changes are undoubtedly in the Final Examination; and although even 
here they may, perhaps be described as being in the nature of rearrange- 
ment, rather than of remodeling, they are still notable in not a few direc- 
tions. When the new regulations come into force, the first day of the Final 
Examination will be devoted to Actuarial Science and Political Economy ; 
Compound Interest now dropping out (it being dealt with only at the 
Intermediate Examination), while Sinking Funds, Loans Repayable by 
Instalment, &c., are added. In Political Economy a new text-book is 
recommended, Bow.ey’s “Elementary Manual of Statistics,’ which was 
only published this year, thus showing that the Board has kept its deliber- 
ations up to date. There is nothing corresponding with this first day’s 
work in the Examinations of the English Institute; but there can be little 
doubt that the subjects herein comprised are an essential part of a liberal 
commercial education and of especial value to accountants. The second 
day is devoted to Law and Procedure taken together, a decidedly con- 
venient arrangement in all cases, but particularly so for accountants. We 
observe that the Law of Trusts has been added to the Syllabus, and it 
must be admitted that some knowledge of the subject, and in particular 
of its practical application to accounts, is most valuable. This arrange- 
ment leaves the second division of the Final Examination clear of all 
questions on Procedure, which, it seems to us, is a decided advantage. 
The four Accounts papers have now been rearranged as follows :— 

(a) Bookkeeping. 

(6) Partners’ Accounts, Cost Accounts, Joint Venture Accounts, In- 

come Tax Returns and States of Affairs for Creditors. 

(c) Auditing. 

(d) Executry and Factorial Accounts, Schemes of Division, Estate and 

Farm Accounts, &c. 

We take back nothing that we have said in the past as to the undesir- 
ability of allowing Final candidates to take the two divisions separately; 
but apart from that, it is, we think, evident that the Scottish Board has 
shown itself able to devise an excellent examination system, and to keep 
that system up to date from time to time, in a very satisfactory manner. 
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EpiTep By Lege GaLioway, Ph.D. 


FRAUD IN ACCOUNTS. By the Editor of “‘The Accountants’ Library.” 
Second Edition, 100 pp. 8vo. Gee & Co., London, E. C. Price, 
3/6 net U. K., 3/10 Abroad. 


Many English books in Accounting have a limited value for American 
students. This, however, can hardly apply to the book, Fraud in Ac- 
counts. The two great branches of the English speaking peoples show 
their likeness in no other direction so plainly as in their ability to under- 
stand each other when either speaks in the language of business ethics or 
commercial frauds. When the author of the book under review speaks 
of “policy’’ as a commercial synonym for motive, or when he uses the 
term ‘‘window-dressing’’ as a method of setting one’s house in order 
shortly before the date of the balance sheet, we in America at once grasp 

fi the significant shades of meaning intended. And it is only by the use of 
z such terms that the uncertain field can be described which lies between 
; the easily ascertained fraudulent acts such as a conspiracy among a group 
} of companies to improve the complexion of the balance sheet of a weak 
member by inflating its floating assets through borrowing from an allied 
company for a few days near the date of the balance sheet, and the proper 
and legitimate practice of completing pending transactions so as to enable 
the full profit in respect thereof to be taken credit for. The term ‘‘ window 
dressing,’’ therefore, exactly expresses a method of procedure which may 
be used to present either a bona fide or a fraudulent operation. This 
much is said regarding the above English publication in order to remove 
a any doubt as to its being understood in American practice. Of course 
a the extracts from the Acts of Parliament in the Appendix bearing upon 
frauds etc., will have little value for the American accountant, but this 
does not destroy the value of subject matter which is so clearly and 
definitely stated regarding the principles and practice of frauds. 


The principal subjects treated in this volume are the Methods of Cir- 
cumventing Frauds on the part of both Employees and Directors, and 
show how they may be detected at an early date—The Functions and 
Limitations of an Audit—Systems of Internal Check—Motives and 
Methods of Fraud—Specific Instances of Fraud: Misappropriations of 
Money—Specific Instances of Fraud not Involving the Misappropriation 
of Money—Specific Instances of Fraud: Falsifications of Directors and 
Proprietors. 


‘ JOINT TRANSACTIONS OF THE CHARTERED ACCOUNTANT STU- 
3 DENTS’ SOCIETIES, 1909. Edited by W.C. Northcott, Member of the 
Committee of the Chartered Accountant Students’ Society of London. 
Gee & Co., London, 1910. Price, 4/6, post free. 


This volume contains a collection of admirable papers which were 
presented during the year 1909 before the various Students’ Societies of 
Chartered Accountants of England. As will be readily observed, the 
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topics are of vital interest not only to the accountant but to the economist 
and the business world in general. 

Americans are just becoming interested in two subjects which are 
treated here in accordance with English experience and which runs back 
for many years. These pertain to bankruptcy law and the income tax. 
Both are of growing importance with us, and every fact and conclusion 
arrived at through British experience, which in its general development 
from a commercial point of view is so akin to ours, should be studied by 
Americans. The papers treating of bankruptcy will be of special interest 
to credit men, who are so sturdily championing the cause of more rational 
and uniform laws in the United States. The income tax is treated almost 
wholly from the accountants’ point of view, and although Americans have 
only just become acquainted with one phase of the income tax, i. e. a 
corporation tax, they will surely hear more and more of it in the future, 
since the principle of direct taxation is again being emphasized as being 
more desirable and equitable than indirect taxation. 

Besides discussing the various schedules, classifications of income, 
source of taxation, method of assessments, etc., the author, Mr. Webster 
Jenkinson, F.C.A., gives examples of the forms in which the trading and 
profit and loss accounts should be prepared to meet the demands of the 
government. 

From the economist’s point of view many features of the industrial 
world become visible through the accounts. An analysis of Mr. W. R. 
Hamilton’s paper discloses the following interesting items. 

1. Different parts played by capital in different classes of business. 

2. Relation of capital to annual turnover. 

3. Differences in businesses in their ability to contract and expand as 
trade ebbs and flows. 

4. Tendency of gross profit to decrease relatively to sales in bad trade. 

5. Difference between businesses in same trade in amount of profit 
earned. 

6. Tendency of long credit given to consumer to be thrown back on 
wholesalers supplying the retailers. 

7. Cost of production per article in relation to output. 

The other papers, with their authors, are the following: 

Some Changes in Bankruptcy Law, by C. E. Brackenbury. 

Some Economic Lessons to be Learned from Accounts, by R. W. 


Hamilton, F.C.A. 
Works Accounting, by R. N. Barber, A.C.A. 


Income Tax, Claims and Appeals, by E. E. Spicer, F.C.A. 
Causes and Effects of Recent Income Tax Legislation, by C. E. Isaacs. 


The Companies Acts, with Special Reference to Secretarial Work and 
the Act of 1907, by E. A. Whitehouse. 


Some Notable Frauds in Accounts, by E. C. Pegler, F.C.A. 


Municipal Accountancy, with Special Reference to Recent Official 
Inquiries, by M. C. Spencer, A.C.A. 
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The Powers and Duties of Auditors, under Section 113 of the Com- 
panies (Consolidation) Act, 1908, by A. F. Dodd, F.C.A. 


Bank Bookkeeping, by F. P. Belcher. 

Bills of Exchange, by H. Jacobs. 

Capital and Revenue in Commercial Accounts, by R. N. Carter, F.C.A. 
Some Customs of the Stock Exchange, by P. E. Sandlands. 


Some Economic Considerations Bearing on Costing, by W. R. 
Hamilton, F.C.A. 


The Legal Position of an Executor, a Trustee or a Receiver Carrying 

on a Business, by W. J. Stuart. 

Realizations on Behalf of Debenture-Holders, by Receivers, Appointed 

under Trust Deeds or under Debentures, by R. F. W. Fincham, A.C.A. 

Income Tax, by N. W. Jenkinson, F.C.A. 

Some Points in Foreign Commercial and Company Law, of Interest 

to Accountants, by H. Guedalla, F.C.A. 

Another interesting feature of the volume is the published programs 
of the various societies. These include not only papers but debates 
upon vital subjects pertaining to the accounting profession. For ex- 
ample, the Leicester Society in a joint debate with the London Society 
defended the proposition, ‘“‘That it is advisable that assets representing 
reserves should be invested outside the business.”’ 


SHELL-FISH INDUSTRIES. By Professor James L, Kellogg. Henry 
Holt & Company, 1910. 361 pages. 


The author states in his preface that this work on food mollusks, ac- 
cording to outside suggestion, was prepared for three classes of people— 
“‘those who eat them, those who may be or desire to become directly in- 
terested in their culture, and those who may have an interest in the bio- 
logical problems involved in their artificial control.” There is no doubt 
but that each of these three groups of people will find much that is valua- 
ble for them in the book. The business man who is looking for a new form 
of industrial investment may find much to interest him here. 

The three opening chapters deal with the anatomy, development and 
physiology of food mollusks. One chapter is devoted to their ciliary 
mechanisms. These descriptions and explanations are simple and clear, 
and not obscured by technical terms. The oyster is given the greatest 
amount of attention. Thirteen chapters are devoted to it, including a 
treatise on the history and present methods of oyster culture in Europe, 
Japan and America, methods of oyster planting, implements and boats 
used, the enemies and diseases of the oyster, the relation of the bivalve 
to human disease, the packing industry, and the possibilities of oyster 
culture in various parts of the United States. 

The soft clam is given three chapters, and the hard clam and the scallop 
are also treated of, but more briefly. Professor Kellogg deals at length 
with the great possibilities of clam culture, calling attention to legislative 
changes that are necessary to make it more attractive. He also draws 
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attention to the inexhaustibility of the various sea foods, especially if 
the conservation of these natural resources be attempted at once. The 
culture of the oyster along the Atlantic coast during the past fifty years 
demonstrates what may be done toward the increased production of other 
sea foods. 


Many interesting bits of information are given throughout the book. 
Not many readers perhaps would know that New York City has fifty 
oyster dealing establishments on a large scale, who own together 30,000 
acres of planted ground in Connecticut, and control as much as this be- 
sides in Rhode Island and New York State; that some eastern firms ship 
as many as 1,000 gallons of oyster ‘“‘meats”’ in a day; that the profit on 
various oyster farms on the Atlantic Coast is a thousand dollars an acre, 
that scallop ‘‘meats’’ procure $5.00 per gallon at wholesale along the 
coast on account of their scarcity; that a single company in Long Island, 
after marketing 10,000 cans of hard clams per day for years, were at last 
forced to abandon the field because of failure of the supply due to too 
“intensive farming.” 

Professor Kellogg sets forth very strongly the importance of recog- 
nizing the possibilities of “sea farming” on a large scale before the dis- 
appearance of the palatable marine organisms, whose abundance may be 
preserved with some attention by the nation. To quote him: 


‘‘Why may not some of the more valuable of the bivalves of the west- 
ern coast be reared artificially in the colder waters of the Atlantic? The 
Japanese possess a larger and better oyster than the native form of the 
Pacific found in Washington and California. It is perhaps not superior 
to our eastern oyster, but the latter is not able to reproduce in the cold 
Pacific waters, in which possibly the Japanese form would thrive. The 
State of Louisiana is about to make the attempt to establish the hard 
clam or ‘‘little neck’? found near the Chandelene Islands, on its coast 
west of the delta of the Mississippi, where shore bottoms are now entirely 
barren, but on which conditions seem to be favorable for the existence of 
this valuable food mollusk. There are nearly everywhere similar oppor- 
tunities to utilize waste and barren places on our shores.” * * * * 
“There is no reason to doubt that the harvest of many other marine 
forms will eventually become many times more abundant than the most 
bountiful that nature ever produced unaided.” 


A MANUAL OF COMMON SCHOOL LAW. ByC. W. Bardeen. Pub- 
lished by C. W. Bardeen, Syracuse, N. Y. 12mo, 470 pages. $1.50 net. 


This is the ninth edition of a manual which for thirty-five years has 
been a standard text-book on school law. It was entirely rewritten by 
the author to correspond with the New York school law passed in 1909. 
Mr. Bardeen begins logically with the school district which is the unit of 
control in New York State, and devotes to this subject twenty-three 
chapters. He proceeds with the union school, village, city, town and 
country to the state, including the commissioner of education and the 
regents of the university. 
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Besides the statute law of 1909, which gives specific direction in certain 
matters only, such as the collection of taxes and so forth, Mr. Bardeen 
gives the law which is based on precedents and various legal decisions. 
Of the latter there are 1,678 references and 605 citations. For instance, 
under the statute law of New York State corporal punishment is allowed 
at school, but just what kinds of punishment and under what circumstances 
it is allowable we are not told excepting in very vague and elastic terms. 
The author cites a number of illustrative cases and decisions, drawing 
from them valuable and suggestive conclusions. 

The book is a valuable guide to the teacher and pupil, as it defines their 
relations to law; to the trustees, authorities and society, stating what 
rights each may exercise, giving the qualifications of teachers, their 
certificates, the legality of contracts, etc. 

The methods of election and the duties of the various school officers 
are clearly defined; school taxes, assessments, libraries, text-books, etc., 
are all clearly treated of. Another good feature of the book is the well 
arranged and systematic index, making it easy to find the needed in- 
formation in the shortest time. 


Meeting of Government Accountants. 


The annual meeting of the Association of American Government Ac- 
countants was held in the lecture hall of the Public Library May 27. 
The annual address was delivered by Dr. Le Grand Powers, chief stat- 
istician of the Census Office. 
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Legal Department. 
Epitep By CHARLES W. GERSTENBERG, Ph.B., LL.B. 


The Legal Department of THe Journat or Accountancy is prepared to render a 
genuine service to its subscribers and readers, by undertaking to answer legal ques- 
tions submitted to it. These questions, while they may be suggested by the problems 
that arise in the practice of our correspondents or by the more theoretical require- 
ments of examination boards, should always be stated as to call for single propo- 
sitions of law. Whenever the ag receives a query the correct answer to 
which may vary with many possible but unstated circumstances the correspondents 
will be asked to give the details or advised to consult local counsel. Reasonabl 
prompt replies by the Department will be made by personal communication or throug 
the columns of THe Journat. Address all communications to Ture JourNAL oF 
Accountancy, Legal Department, 32 Waverly Place, New York City. 


VALUE OF Goop WILL IN A PARTNERSHIP. 


The opinion in the case of Jn re Vivanti’s Estate, 122 N. Y. Supp. 
954, is so important to accountants that we quote it verbatim. 


“Dowuinc, J. This appeal from the order of the surrogate deter 
mining the amount of the tax to be imposed upon the decedent’s estate 
is taken upon two grounds: (i) That certain property located at Yoko- 
hama, Japan, was, in oy see of law, personal property, and there- 
fore taxable; and (2) that the value of the interest of decedent in the 
good will of the firm of Vivanti Bros. was erroneously fixed at $25,374, 
which was less than its real value. 

“‘ As to the first objection, it would seem clear, upon all the testimony, 
that the premises in question were held by decedent under a perpetual 
lease, reserving rent, and that under the law of Japan, as well as under 
our own, the interest of the decedent therein was real property, and 
not personal. 

“As to the second question, it would appear that an erroneous rule 
was followed in fixing the value of decedent’s interests in the good will 
of the business. It is well settled that the good will of a business is an 
asset of the estate in the hands of an executor, chargeable against him 
on his accounting. While its precise value may be difficult of ascer- 
tainment in any way short of actual value, in this case the parties them- 
selves have furnished by their agreement the rule by which that value 
can be determined. Vader his original agreement with Tegner, the 
surviving partner was to pay, in case of the retirement or death of the 
a ye (Vivanti), to him or to such person as he might by will 
or deed appoint, a sum equal to one-third of the annual profits of the 
business, each year for 1o years, in urns for his interest in the good 
will of the firm of Vivanti Bros. en William Greenbaum was ad- 
mitted to the firm, he bound himself to pay for the senior partner’s 
interest in oO will the same sum in like annual payments to Vivanti, 
or in case of his death to his wife, and on her decease to a third person. 
After the death of Vivanti, when Greenbaum was sole surviving part- 
ner, he made a written agreement with Vivanti’s widow, whereby he 
bound himself to pay for the rights of Vivanti in the good will of the 
business, instead of the one-third originally provided, 124 per cent. 
of the net profits for the first year, beginning July 1, 1906, and 15 per 
cent. for every year thereafter until the period of 10 poem had expired, 
or until the death of the widow. It —— that the latter’s expectancy 
of life is more than the period limited. 

“The appraiser arrived at the value of the good will by averaging the 
profits of the business for the four years preceding decedent’s death, 
taking 15 per cent. of that amount, and — it by 10, giving 
a total of $59,088.21. The learned surrogate fixed the value at the 
amount of Vivanti’s share of the profits of the business for the year 
immediately preceding his death. For this computation there seems 
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to be no authority. The amount fixed by agreement of the parties 
must determine the value. But an error has been made in the compu- 
tation, for the percentage for the first year should be only 12% per cent. 
instead of 15 per cent., and what is to be determined is the value of 
the good will as of the time of decedent’s death; that is, it would not 
in any event be $59,088.21, but the present value of such a sum payable 
in ro annual installments.” 


One of the many questions which the Court of Civil Appeals of 
Texas was asked to pass upon was whether certain claims were entitled 
to preference as being debts incurred by the receiver in the operation of 
a railway. The debts entitled to be classed as operating expenses were 
enumerated by the court as follows: 

“Such debts consisted, topically arranged, of fuel, car repairs, supplies, 
and material, car rentals, rentals of terminal facilities, loss and damage to 
freight and cars by fire and by operation, costs of depositions in suits, 
shop machinery, hospital account, board of sectionmen, insurance on prop- 
erty, overcharges in freight shipments, certain taxes, cotton concentra- 
tion charges prepaid by shippers, stationery and printing, ties and bridge 
timber, labor, traffic balances due other railroads, and claims and judg- 
ments for killing stock and for personal injuries.” 

The court justified its ruling, in part, as follows: 

“It cannot be said as a matter of law that the several demands men- 
tioned did not grow out of and are not expenses necessarily incident to 
operation of the railroad. The following are entitled to be legally classed 
as items of operating expenses: Car rentals (Kneeland vs. A. L. & T. 
Co., 136 U. S., 80, 10 Sup. Ct. 950, 34 L. Ed. 379; Thomas vs. Car Co., 
149 U. S. 95, 13 Sup. Ct. 824, 37 L. Ed. 663), cars destroyed by fire (see 
Railway Co. vs. Railway Co. [C. C.] 88 Fed. 636), rolling stock, equip- 
ment and traffic balances due other roads (Mittenberger vs. Railway Co., 
106 U. S. 286, 1 Sup. Ct. 140, 27 L. Ed. 117) ; damages for injuries to per- 
sons or property during receivership caused by torts of the servants of the 
receiver (Ryan vs. Hays, 62 Tex. 49; Green vs. Railway Co., 97 Ga. 15, 
24 S. E. 814, 33 L. R. A. 806; 54 Am. St. Rep. 379; 24 Am. & Eng. Ency. 
Law, p. 31. See Anderson vs. Condict, 93 Fed. 349, 35 C. C. A. 335; 
Railway Co. vs. Railway Co., 93 Fed. 543, 35 C. C. A., 423). 


PRESUMPTION FROM ADMINISTRATOR’S FAILURE TO ACCOUNT. 


It was held in Fassbender vs. American Surety Company, 122 N. Y. 
Supp. 442, that where an administrator is directed to account and fails to 
do so, the presumption arises that assets that have come into his hands 
have been misappropriated. 


SEALS. 


The New York Court of Appeals in the case of In re Pirie, 91 North- 
eastern Rep. 587, held in effect that a seal added to a signature is to be 
regarded as mere surplusage unless it is mentioned in the body of the 
instrument. The reason for this ruling is well stated in the opinion as 
follows: 


“The note in question, however, remains; it is in the ordinary form of a 
promissory note for value received, bearing the name of Adele M. Down- 
ing, and after the signature, a seal. There is nothing in the body of the 
note, or of the signing of it, which indicates that it was intended to be a 
sealed instrument. Ordinarily a seal affixed to a paper in the form of a 
promissory note changes it into a sealed instrument, which, under the 
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statute of limitations, may run for twenty years; but the mere attaching 
of a seal after the signature does not raise a presumption that the note is 
a sealed instrument, unless there be a recognition of the seal in the body 
of the instrument, by some such phrase as “Witness my hand and seal” 
or “Signed and sealed.” The reason for this is that the mere attaching 
of a seal after a signature, without any recognition of it in the body of 
the note or in connection with the signing, in the absence of evidence 
showing the time when, and the person by whom, the seal was affixed, 
would open the door to frauds and forgeries, and enable evil-disposed 
persons to prevent the running of the six-year statute of limitations, by 
merely attaching at the end of the note a seal. Under such circumstances 
a seal is regarded merely as surplusage, and the character of the note is 
not changed.” 


RIGHT OF STOCKHOLDER TO INsPECT Books or A FoREIGN CORPORATION 
In New York. 


In the recent case of Hollaman vs. El Arco Mines Co., 122 N. Y. 
Supp. 852, it was held that Stock Corporation Law (Consol. Laws, c. 59), 
Section 33, requiring any foreign corporation having an office in New 
York to keep a stock book containing the list of stockholders, showing 
their residences and number of shares held by them, which book shall be 
opened daily for the inspection of stockholders, and imposing a penalty 
for refusing, recoverable by the person denied the right, gives the stock- 
holder the absolute right to inspect the stock book without stating the 
purpose of his inspection, and the right to copy therefrom the names 
and residences of the stockholders as an aid to his memory. 

The opinion reviews the important cases in point and shows that the 
intent of the person demanding the inspection is immaterial under the 
settled law of the State. 


RaIL_roaDs’ Booxs as Best EvIDENCE. 


The Supreme Court of South Carolina, in the case of Seaboard Air 
Line Ry. vs. Earle, 67 S. E. Rep., 1069, recently held that it was un- 
necessary to bring before a referee all the agents of a railway company 
to prove receipts and disbursements, or that even the many original 
reports and vouchers submitted by the agents are necessary as the only 
best evidence, but that the books of original entry are sufficient. The 
following is from the opinion of the court: 

“The rule that a party cannot introduce his own statements in his 
favor is subject to the exception that he may introduce books of account 
kept in the regular course of business, upon identification of the account 

y the persons who made and entered the transactions there recorded. 


But where the person who made the sale or other transaction and entered 
it is dead, or is for any other cause unavailable as a witness, on the prin- 


ciple of necessity the books may be introduced upon the introduction of | 


the best available proof of their verity. Thompson vs. Porter, 4 Strob. 
Eq. 58, 53 Am. Dec. 660; Wigmore on Evidence, Section 1521. Ob- 
viously there can be no fixed rule as to what circumstances establish such 
necessity, and what is sufficient proof of the verity of the books. These 

uestions must be left almost entirely to the discretion of the trial court. 
tn this case, we think, as held by the referee, that the books of original 
entry are the best evidence of the transactions of the plaintiff company, 
but the referee must decide in the first instance what are the books of 
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original entry, and what evidence is reasonably available to the plaintiff 
to prove the entries made therein. We agree fully with the referee that 
it would be a practical denial of justice to require the plaintiff to produce 
all the waybills, tickets, reports, and other innumerable memoranda made 
by its multitude of employees. The entries made of the aggregations of 
these on the plaintiff’s books of original entry, oy in g faith for the 

of showing the course of its business and its profits and losses, 
are admissible as evidence of such transactions. 2 Wigmore on Evidence, 
Section 1230. Boston & W. R. Co. vs. Dana, 1 Gray (Mass.) 83; Louis- 
ville Bridge Co. vs. L. R. Co., 116 Ky. 258, 75 S. W. 285. The defendant 
is, of course, not to be precluded from calling for any particular docu- 
ments in the possession of the plaintiff which in the opinion of the referee 
tend to elucidate the accounts or books of the plaintiff, or bear on any 
of the questions at issue.” 


Usury. 


In case of Doster vs. English, 67 S. E. Rep. 754, the Supreme Court 
of North Carolina defined the elements of usury as follows: 


“In order to constitute a usurious transaction, four requisites must ap- 
pear: (1) There must be a loan express or implied; (2) an understand- 
ing between the parties that the money lent shall be returned; (3) that 
for such loan a greater rate of interest than is allowed by law shall be 
paid or agreed to be paid as the case may be; and (4) there must exist 
a corrupt intent to take more than the legal rate for the use of the money 
loaned. The text-writers declare that these rules are applicable every- 
where and under the usury laws of every state, and that unless these 
four things concur in every transaction it is safe to say that no case of 
usury can be declared. Tyler on Usury, p. 110; Webb on Usury, § 18, 
and cases cited; Bennett vs. Best, 142 N. C. 168, 55 S. E. 84; U. S. vs. 
Waggener, 34 U. S. 378, 9 L. Ed. 163. A profit, greater than the lawful 
rate of interest, intentionally exacted as a bonus for the loan of money, 
imposed upon the necessities of the borrower in a transaction where the 
treaty is for a loan and the money is to be returned at all events, is a 
violation of the usury laws, it matters not what form or disguise it may 
assume.” 


ExecuTor’s RiGHt TO REIMBURSEMENT FOR EXPENSES INCURRED IN AN 
UNSUCCESSFUL ATTEMPT TO PROBATE THE WILL. 


Accountants interested in the subject of Executors’ accounts will find 
an important question decided somewhat against the generally hitherto 
accepted view in the case of Dopp vs. ANDERSON, 90 N. E. Rep., 1137, by 
the New York Court of Appeals. An executor named in a certain will 
had offered it for probate, and “‘waged an active, prolonged and expensive 
contest to establish its validity.” The result of the litigation to establish 
the will was unfavorable and an administrator was appointed. The 
executor named in the will submitted to the administrator a bill of more 
than $5,000 for expenses incurred in the litigation. There was no ques- 
tion as to good faith, the fact that the will had been upheld by certain 
judges in the lower courts establishing the reasonableness of the plain- 
tiff’s attempts to probate the will. It was held however, that the plaintiff 
was not entitled to reimbursement. While the executor named in a will 
is expected to offer it for probate, he is not bound by law to do so, and it is 
suggested that where a contest is threatened the executor demand from 
the persons who are to take bequests under the will, some form of security 
to save him from personal loss in case the will is not probated. 
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Conpuctep BY Leo GrEENDLINGER, M.C.S. 


Criticism and exchange of ideas will clear many a doubt and at the same time im- 
prove shortcomings. To solve, compare and criticise C. P. A. problems and thereby to 
aid in bringing about a uniform American standard for C. P. A. examinations, is the 
object of this department. With the aid of suggestions and criticisms from the pro- 
=— brethren, it can undoubtedly be achieved. Inquiries will be cheerfully an- 
swe 

Following are ten questions in Auditing, selected from the New York 
C. P. A. examination paper of June, 1909, with answers by Mr. Norman 
Newman, a student in the New York University School of Commerce, 
Accounts and Finance. The reason for publishing these answers is be- 
cause the New York State Board allowed very high credit on the paper 
and we deem it of sufficient interest to place such answers before our 
readers. 


QUESTIONS. 


1. Outline the duties and the responsibilities of a public accountant as 
an independent auditor. 

2. State the process by which the balance of the cash account may be 
reconciled with the bank pass book. What, if any, confirmation of the 
bank pass book balance should be obtained? 

3. What means should an auditor use to verify accounts representing 
bonds and stocks owned and bills and notes receivable, and to ascertain 
whether or not the book values are within the real worth? 

4. What means should an auditor use to verify accounts of sundry 
debtors and to classify them as good, doubtful or uncollectible? What 
should he do respecting the doubtful and uncollectible accounts before 
giving a certifiicate ? 

5. Is it necessary that an auditor should inspect the minutes of the 
stockholders’ and the directors’ meetings? If so, for what purpose? 
What should he do in case he is refused access to such records? 

6. In auditing the books and accounts of a company that regularly 
takes notes from its customers, what, if any, consideration need be given 
to whether or not any of these notes have been discounted, especially if 
a certified balance sheet is desired? 

7. Is an ordinary bank check drawn by the concern whose books you 
are auditing, to the order of the Receiver of Taxes and properly indorsed 
by him, a sufficient voucher for the payment of the taxes of this concern? 
Give reasons. 

8. Two concerns in similar lines contemplate consolidating their busi- 
ness; you are requested to examine the books of account and report on 
matters germane to the contemplated merger. What data would you 
probably present in your report? 

9. Wherein may an audit differ from an examination? 

10. In making a bank examination would you commence at the start 
of the business day or at the conclusion of the business day? Give 
reasons. 
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ANSWERS. 


1. The duties of a public accountant as an independent auditor are to 
make examinations for particular purposes, such as for bondholders, stock- 
holders, prospective partners; to uncover fraud, and also to make com- 
plete audits for the purpose of verifying the entries on the books and for 
the purpose of certifying to the financial condition of the company as 
evidenced by its balance sheet. The Public Accountant as an independent 
auditor should not hesitate in making the truth, the whole truth and 
nothing but the truth known, no matter whom it may hurt. As an inde- 
pendent auditor he should be capable of handling all kinds of accounts. 
He is responsible not only to the concern for whom he is working, but 
also to the general public for the correctness of his verification. In addi- 
ton to the duties already mentioned he may also be called in in cases con- 
cerning receiverships, trusteeships, consolidation of corporations, etc. 

2. The cash account balance as represented in the cash book is the 
true balance according to the books. To reconcile the pass book with that 
balance you must subtract from the bank balance any checks issued and 
not yet returned to the bank, and also the amount of the cash in the cash 
drawer. Thus: 


Cash Received. Cash Paid. 
$1,000.00 John Smith, check No. 1.. $500.00 
Henry Good, check No. 2. 40.00 
$1,000.00 $1,000.00 


If check No. 2 was not returned, the bank pass book balance would be 
$500; from this amount subtract $40 check not returned and $20 in cash 
drawer, which would give $440 balance as per cash book. The balance in 
the pass book should be confirmed by a statment from the bank certifying 
to its correctness. It has occurred many times that pass books have been 
duplicated and that the auditor has been deceived by believing in its 
correctness. 

3. In verifying stocks and bonds owned, the auditor should insist 
upon their production and a personal examination of the same and in 


.addition he should consider their present market value, and also, if he 


has any suspicion, examine as to their genuineness. 

Bills and notes receivable or accounts receivable should be verified by 
communication with the debtors. Where this method would not be 
deemed advisable, the next best thing to do is to examine the notes in the 
possession of the concern, ascertain whether any notes have been dis- 
counted at the bank, for which there is a contingent liability; divide the 
accounts and notes into good and doubtful, and perhaps bad. The doubt- 
ful accounts would be those past due or long outstanding. It would be 
advisable to communicate with these debtors, because it is possible that 
a mistake has been made or fraud committed. So far as book values and 
real worth are concerned, I should never certify to the book values of an 
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account which I considered bad and I should not in addition certify to the 
full book value of a doubtful account without setting up a reserve for 
bad debts. 

4. In my previous answer I have practically outlined the procedure 
asked for in this question. In additior to this and in extreme cases it 
might be necessary to compare the commercial standing of the debtors 
with a commercial agency guide. A method used by some auditors to 
ascertain the correctness of accounts receivable is to postpone the audit 
until the first of the month and then to send statements to the debtors. 
If the debtors have paid and the money fraudulently used, the debtor will 
quickly notify the house of such payment. Before any of the above 
procedure is gone through all the accounts should be checked back from 
the ledger into the books of original entry. A statement should be made 
by the auditor containing 


(a) Names and amounts of good accounts ; 
(b) Names and amounts of doubtful accounts ; 
(c) Names and amounts of bad accounts. 


A sufficient reserve should be set up against loss by reason of bad 
accounts before the auditor should give his certificate. 

5. It is necessary that the auditor should inspect the minutes of the 
stockholders’ and the directors’ meetings in order to verify transactions 
which appear on the books, such as issuance of bonds, increase of stock, 
salary of directors. The authorization for any entry affecting such items 
should emanate from the minutes of either stockholders’ or directors’ 
meetings. If he is refused access to these records he should plainly state 
these facts in his report. Many auditors would not undertake an audit 
where access to such records would be refused. 

6. If a certified balance sheet is requested by a concern that regularly 
takes notes from its customers in payment of their accounts and which 
are sometimes discounted at the bank, it will be necessary to set up a con- 
tingent liability, called Notes Receivable Discounted, because of the fact 
that in the event of any of these notes not being paid by the makers at 
maturity the bank will come to us for payment, and therein lies the con- 
tingent liability. The journal entries would be as follows: 

Upon receiving the notes: 
Notes receivable 
To X 
Upon discounting the notes: 
Cash $99.00 


Then there appears on the debit side of the balance sheet an asset con- 
sisting of Notes Receivable, $100.00, and on the credit side an offsetting 
contingent liability of Notes Receivable Discounted, $100.00. 

7. \An ordinary bank check drawn by a concern, payable to the Re- 
ceiver of Taxes and properly endorsed by him would not be a sufficient 
voucher for the payment of the taxes of that concern because that check 
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might be for the payment of taxes on other property and not on the prop- 
erty under consideration. A good voucher in such a case would be a check 
properly dated and made out, on which it has written, “For payment of 
taxes on (description of property, at No. 17 X Street, New York City).” 
A voucher check would be good evidence. 

8. The following matters should be presented in the accountant’s 
report: 

(1) Valuation of the assets, such as plant, machinery, merchandise, 
accounts and notes receivable of each plant. 

(2) Liability, fixed and currert, of each plant. 

(3) Statement showing gains or losses for the past five or six years 
of each plant. 

(4) Average per cent. of gain or loss on investments of each plant. 

(5) Statement of the capital accounts of each company. 

9. An audit may differ from an examination inasmuch as an audit 
is a complete official examination of the books and financial condition of a 
concern, while an examination may be conducted for some special purpose 
only, as an examination conducted by minority stockholders; a bond- 
holders’ examination for the purpose of ascertaining a man’s interest in 
a concern; an examination conducted for the purpose of uncovering 
fraud, etc. 

10. In making a bank examination it is better to start at the beginning 
of the day than at the close of the business day, because, 

(1) Everything is intact—that is, all the books are written up; all the 
money has been counted and turned over to the first teller. 

(2) All the securities and moneys are in the vault untouched. 

(3) Any changes in the first teller’s cash can easily be detected by a 
comparison with his report of the night previous. 

(4) The auditor can secure himself from any money, coming in by the 
morning mail which should be in the safe, being placed in the safe by 
keeping the safe sealed and taking money and securities from it only 
after he has made his notation of the withdrawal of the same. The 
employees of a bank might very easily fix up their accounts and moneys 
if the audit began at the close of the business day. 


We are also glad to print an abstract of the Pennsylvania 1909 exam- 
ination. As in former cases the Pennsylvania Board is keeping abreast 
with the times and is improving its papers as much as possible. 

1. The following is abstracted from an agreement of merger and 
consolidation made December 31, 1908, between the Pennsylvania Tool 
Co., party of the first part, and the Keystone Tool Co., party of the second 
part. Said parties of both parts being corporations duly organized and 
existing under the laws of the State of Pennsylvania, by this agreement 
merge and consolidate into a single corporation. 

The name of the corporation hereby formed by said consolidation shall 
be the Pennsylvania Tool Co. 
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The amount of capital stock of the new corporation is $100,000, all of 
which shall be common stock, divided into 1,000 shares of a par value of 
$100. The manner of distributing capital stock shall be as follows: 

The capital stock of the Pennsylvania Tool Co., party of the first part, 
shall be exchangeable for capital stock of the new corporation, share for 
share, and the balance of the capital stock of the new corporation hereby 
formed shall be distributed to the stockholders of the Keystone Tool Co., 
in proportion to their present holdings. 


The Pennsylvania Tool Co., party of the first part, was incorporated 
shortly before the date of the merger, and had transacted no business 
other than the issuance of ten shares of capital stock, $100 each, for which 
payment of $1,000 had been received, and which was on hand in the treas- 
ury of the company on the date of the merger, and directly after the 
merger transferred to the bank deposit account of the consolidated com- 
pany and credited to an account called “Suspense.” 


The Keystone Tool Company had for a number of years been actively 
engaged in business. Its fiscal year ended September 30, 1908, at which 
time an inventory was taken, and its accounts had been properly closed. 
At the date of the merger the following trial balance was drawn from 
the books: 


Debits. Credits. 


Merchandise—Inventory September 30, 1908...... 130,000.00 
250,000.00 
Accounts payable ......... $10,000.00 
Undivided profits—Balance September 30, 1908.... 100,000.00 


The account books of this concern were not closed at the date of the 
merger, and no inventory was taken, although the exchange of capital 
stock was effected and also all business after December 31, 1908, was 
transacted under the name of the Pennsylvania Tool Company, and it 
was not until March 31, 1909, that an accountant was asked to state the 
accounts of the new company from the date of consolidation. 

At March 31, 1909, before the accountant had commenced his work, an 
inventory was taken which showed the value of merchandise on hand as 
at that date to be $216,250, and the following trial balance was abstracted 
from the books: 

TRIAL BALANCE MARCH 31, 1909. 
Debits. Credits. 


Merchandise inventory, September 30, 1908....... 130,000.00 
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purchased 600,000.00 


Prepare a balance sheet of the consolidated company as at March 31, 
1909, and the profits and loss accounts arranged to show the profits of the 
consolidated company for three months ended March jist, and of the 
Keystone Tool Company for three months ended December 31st; also 
statements showing the disposition of profits taken over by the new 
company. 

State what basis you make use of in determining the approximate value 
of merchandise on hand at December 31st. 


2705 P. M. 


2. You are asked by the president of the company to make an exam- 
ination of the books of a large dry goods jobbing house, the examination 
to be of sufficient scope to justify your certification to a balance sheet and 
profit and loss account for the year ended June 30, 1909. 

Your examination is also intended to disclose any evidence of fraudu- 
lent manipulation of the accounts. 

Give a brief outline of the scope of your examination, particularly as 
to the verification of cash, securities, bills and accounts receivable, and 
merchandise. 

Assuming, then, that the results of your examination are satisfactory, 
give a form of certificate that you would propose issuing to your client. 

3. In undertaking an audit of the accounts of a borough, to what 
source or sources would you go to verify the items of receipts, and in 
what form would you expect to find the authority for disbursements made 
by the treasurer? 

4. Is a system of cost accounts that gives satisfactory results in a 
machine shop adaptable to a bituminous coal mine? If you think it is not, 
state your reasons. If you think it is adaptable without fundamental 
change, show what modifications would be required. 

5. The North & South R. R. Company has demolished its old wooden 
station at a certain city on its line and has erected in its place a larger and 
more ornate structure of brick and stone, at a cost of $100,000 in excess 
of the book value of the old building after deducting the salvage. Bear- 
ing in mind that this expenditure of $100,000 does not materially increase 
the earning capacity nor decrease the operating expenses of the company, 
what disposition should be made of this item in the accounts? State the 
general principles that should govern an accountant in dealing with this 
class of expenditure, whether occurring in a railroad or any other 


property. 
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BLANK FIRE INSURANCE COMPANY. 
Trial Balance, December 31, 1908. 


6. Stocks and bonds (book value) 
Mortgage loans 
Interest receivable on mortgage loans.. 
Real estate 


Uncollected premiums 

Capital stock 

Unpaid dividends 

Surplus account, January 1, 1908.................. 

Gross premiums 

Return premiums 

Income from stocks and bonds 

Interest on mortgage loans 

Rents received 

Losses 

Reinsurance premiums 

Commissions 

Taxes 

Salaries 

Uncollectible premiums 

Rebates 

Real estate expenses 

Real estate losses 

Postage 

Legal expenses 

Maps 

Underwriters’ boards and tariff associa- 
tions 

Inspections and surveys 

General expenses 


$5,635,200.00  $5,635,200.00 

From the foregoing trial balance prepare a balance sheet at December 
31, 1908, and the relative income account for the year ending that date. 

Describe what procedure you would adopt in verifying the assets and 

liabilities. Make any criticisms in respect of reserves apparently omitted. 


7. William Hodson died on July 15, 1908, leaving the following estate: 
$10,000 water company bonds, appraised at 95. 
$50,000 steel company bonds, appraised at 105. 
$40,000 electric light company bonds, appraised at go. 
$15,000 cash. 
1,000 shares steel company stock, appraised at 94. 
50 shares water company stock, appraised at 70. 
60 shares Pennsylvania railroad stock, appraised at 65. 
20 houses, assessed at $3,000 each and subject to mortgages of $1,500 
on each. 
Household furniture, appraised at $1,000, is bequeathed to the widow. 
Horses, carriages, etc., appraised at $800. 
The will named Henry Wilson as executor, and gave him full power to 
sell real estate and convert the assets of the estate in accordance with his 


best judgment. 
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In accordance with this authority the executor sold: 


Horses, carriages, etc., at $850. 

$10,000 water company bonds at 08. 

1,000 shares steel company stock at 95. 

50 shares water company stock at 60. 
$40,000 electric light company bonds at 91. 
Four houses at $3,200 each. 


In addition to these receipts he also received: 
Sale of rights to subscribe to new stock of the Pennsyl- 


vania Railroad .......... 
3,000 
The executor made the following disbursements : ; 
Mortgages on properties sold............cccccececcceccecs 6,000 


Prepare an account for the executor to file. In preparing this account 
give attention to the form and arrangement. 


CoMMERCIAL LAw EXAMINATION, NOVEMBER, I909—9Q A. M. TO I P. M. 


1. B verbally requested A to do certain carpenter work around his 
house in the nature of repairs. B died. A subsequently performed the 
work and brought suit against the administrators for the price. Can he 
recover? If so, why so? If not, why not? 

2. Thomas Hunter received an order from Henry Johnson for some 
goods amounting in value to $500. Hunter was not altogether satisfied 
about Johnson’s financial responsibility and called up a brother merchant 
named Butler, upon the telephone, and asked him as to Johnson’s credit. 
Butler said, “You can sell him the goods; if he don’t pay you I will.” 
Accordingly, Hunter shipped the goods. Johnson failed to pay, and Hun- 
ter brought suit against Butler for the price. Is he entitled to recover? 
Give reasons for your answer. 

3. One Harbison held the note of one Green for $1,500, which was 
about to fall due. Green was cashier of the First National Bank, and as 
the note was about to mature, Harbison spoke to him about it. Green said 
it was all right, and on maturity he would deposit to Harbison’s credit 
in the bank the amount of the note. This, however, he did not do. Har- 
bison, believing that he had done so, drew against his deposit to the 
amount of the debt and the checks were paid by the bank on presentation. 
Subsequently the bank failed and went into the hands of a receiver and 
the cashier became bankrupt. Harbison’s account on the books of the 
bank showed he was overdrawn to the amount of $1,500, which he sup- 
posed Green had deposited to his credit, and the receiver of the bank j 
brought suit to recover the amount of the overdraft. Is Harbison liable 
or not, and why? 
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4. A owned $10,000 of the first mortgage bonds of the Atlantic and 
Pacific Railroad Company. His house was broken into and the bonds 
were stolen. About two weeks afterward he discovered the bonds in the 
hands of B and demanded their return. B had purchased the bonds from 
one C in good faith, without any knowledge of their being stolen, and 
paid $10,000 therefor. Notwithstanding this fact, A brought suit to re- 
cover the bonds. Is he entitled to do so? Give the reasons for your 
answer. 

5. One Alexander was a member of a partnership association organ- 
ized under the Act of 1874. The by-laws of the association contained no 
provision whatever relating to the transfer of the interests of the mem- 
bers. Alexander died, the joint stock association was engaged in a mining 
enterprise and at the time of his death owed large sums of money which 
it would have been unable to pay unless the mine proved to be successful 
and profitable, which at the time of his death it had not? Nothing was 
done by the administrators of Alexander with relation to the association 
for a period of about two years, when the mine suddenly became largely 
profitable and the question arose as to what their rights were. State the 
nature and extent of their rights under the circumstances. 


2705 P.M. 


6. One Williams had a life insurance policy in the American Life 
Insurance Company for $10,000. The policy provided that if the annual 
premium was not paid on the day it became due the policy should become 
void. Williams became ill and failed to pay the premium on the day it 
was due, and about a week afterward his son came to the office of the com- 
pany and saw the president, told him his father was ill, but the president 
said that if he would pay the premiums within one week it would be all 
right. Williams died the following day, and afterwards, and before the 
week elapsed, the son came and tendered the premium, which the com- 
pany declined to receive, and denied any liability on the policy. Is it 
liable thereon? Give your reasons for your answer. 

7. The firm of James W. Curtis & Company, composed of James W. 
Curtis, Charles Curtis, his son, and Thomas Mason, had been in the dry 
goods business for many years. By the agreement between them it was 
agreed that he should not overdraw his money as a partner, but it should 
remain on the books as a loan to the firm, with interest at the rate of six 
per cent.; that the business should be continued by the remaining two 
partners under the same firm name. This continued for three years, 
when the firm became insolvent and the creditors made claim against 
James W. Curtis for payment of the debts incurred by the firm after he 
had withdrawn. Is he liable therefor? Give the reasons for your answer. 

8. A held a bond and mortgage secured upon real estate in the city 
of Philadelphia, executed by one B for the sum of $5,000. B paid A in 
instalments from time to time until he had paid off all the mortgage 
except a thousand dollars. A, being insolvent and in need of money, 
assigned the mortgage to C, receiving from him $5,000, its full face value. 
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Afterwards B tendered to C the thousand dollars still due and demanded 
satisfaction of the mortgage, which C refused, and brought suit to fore- 
close the mortgage. Is C entitled to recover the full amount? Give the 
reasons for your answer. 

9. A’s wife had been ill and under the care of the family physician 
for about six months without any apparent improvement in her condi- 
tion. The family physician said to A that he was doubtful of the exact 
nature of the disease and that he would like to consult with a specialist. 
A said he was willing that he should do so. The family physician called 
in a specialist who confirmed and approved the diagnosis. The wife re- 
covered, the family physician sent in his bill, which A paid. Afterwards 
the specialist sent in a bill for his services, and A, refusing to pay, brought 
suit, to which A made the defense that he did not employ the specialist, 
and that his diagnosis was erroneous. Can or cannot the specialist 
recover, and why? 

10. A was a cashier of the Second National Bank. B was a depositor 
therein, and was on his way to the bank one day to make a deposit; when 
about half way to the bank he met the cashier, stopped him, told him he 
was about to make a deposit, and asked him if he would take the money 
there. The cashier agreed, took the money, made the proper entry in the 
deposit book, and handed it back to B. A, the cashier, however, did not 
put the money to B’s credit, but kept it and converted it to his own use, 
and B sued the bank for the amount. Is he or is he not entitled to 
recover? 


Commenting on the Natal Accountants’ Act of 1909, the Incorporated 
Accountants’ Journal says: The Act provides that no person may describe 
himself in Natal or hold himself out as a Public Accountant or as an 
Auditor, or use any name, title, addition or description or letters indicat- 
ing that he is an Accountant by profession or Public Accountant or an 
Auditor whether by advertisement by description in or at his place of 
business or residence by any document or otherwise unless he is registered 
as a Public Accountant in pursuance of this Act. 

Upon the expiration of six months from the date of the passing of 
the Act no person is to be entitled to be registered as a Public Accountant 
unless he proves to the satisfaction of the Council (created by the Act) 
that at the date upon which his application for registration is made he is 
resident in Natal, and is a member of any Institute or Society of Account- 
ants whose membership is declared to be sufficient by the By-laws for 
the time being in force, or shall have produced a certificate from the 
Council that he has passed the examinations from time to time prescribed 
by the By-laws, and shall have satisfied the Council that he has had such 
practical experience in the business of a Public Accountant as under the 
By-laws renders him eligible for registration. A right of appeal is 
given to the Supreme Court of the Colony against the decision of the 
Council in the event of their refusing any application for registration. 
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